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Customer Response to 
Trading Stamps 


T. D. ELLSWORTH, DOLORES BENJAMIN, AND HERMAN RADOLF 


Director and Research Assistant, Research and Publications Division, 
New York University School of Retailing 
and 
Associate Editor, JOURNAL OF RETAILING 





This article is based on a research survey conducted in the spring 
of 1957 by graduate students of the New York ‘niversity School 
of Retailing as a part of their regular training in retail research. 
The committee members included: Tyke Camaras, Margaret Col- 
lins, Leo Cohen, and Sumner Robinson. Mrs. Dolores Benjamin 
assisted Dr. Ellsworth with the direction and supervision of 











research. 

Many customers who receive trading Manhattan but the interviewers chose 
stamps tend to value and save them, scattered locations and conducted the 
but relatively few attach enough im- study at various times of the day in 
portance to the stamps to make them order to obtain a representative sam- 
a determining factor in where they ple of the customer population being 
shop. studied. 

These findings emerge from a study A large majority of customers un- 
by graduate students of the New York derstood the uses of trading stamps, 
University School of Retailing based and some of them were persistent 
on 451 customer interviews at grocery savers. Nevertheless, they redeemed 
stores and supermarkets which distrib- stamps for merchandise rather infre- 
ute trading stamps. All stores were in quently. In most cases they had to save 
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between four and eight months in order 
to obtain the goods they wanted, and 
in some cases they waited a year or 
more before turning in their stamps 
for goods. 

In many instances, the merchandise 
procured by means of trading stamps 
would have been purchased anyway. 
To this extent, the trading stamps di- 
verted business from other established 
retail outlets such as department stores 
and discount houses. Most of the ar- 
ticles obtained with stamps fell into the 
categories of housewares, appliances 
and hardware; relatively few redemp- 
tions were made for soft goods. 

The customers, whether they saved 
stamps or not, expressed conflicting 
attitudes toward them. For example, a 
majority of all customers (including 
savers) said they would prefer a cash 
discount to trading stamps, and a siz- 


I. STAMP-SAVING PATTERN 


1. Almost all respondents knew 
about trading stamps. 


Knew About 
Trading 
Stamps Total Respondents 
EE ee ee ee eee 436 96% 
DEE feiss See ee ties ae 7 2 
ee ae 8 “4 
OE 2 Se ES etic cid 451 100 


2. Three in 5 respondents regularly 
saved trading stamps. 


Saved 
Trading Total 
Stamps Respondents 
|, Se ee eee 60% 
AIT OE 21 
oy SECO 5A ee 19 
ORE Ss are a ey ee 100 


* These respondents will be referred to as savers. 
t These respondents will be referred to as non- 
savers. 


able minority said they thought they 
paid more for merchandise at stamp- 
giving stores than at stores not distrib- 
uting stamps. A majority of those who 
saved stamps felt that too much time 
was required to obtain wanted articles 
by the trading stamp method. A sig- 
nificant minority of the customers who 
saved stamps irregularly, or not at all, 
felt that the saving of stamps was too 
much bother. 

Worth noting is that stamp-distribut- 
ing stores were used as the sites for 
interviewing. Thus the sample might 
be somewhat weighted with customers 
who favor stamps and tend to express 
more favorable attitudes toward them. 
In view of this, the expression of such 
varied attitudes seems doubly signifi- 
cant. 

The following tables highlight the 
findings of the study: 


3. A majority of the savers partici- 
pated in one trading stamp plan. 


Number of 
Trading 
Stamp 
Plans per 
Saver Savers 
TS chiatkéh so 8 eee weRRN REM EES 76% 
MM ss ou ciabincaes sansa sew aes 18 
BME 55 on shexas Cae eab as enw eee A 5 
PAE 35 Sl hawesaes yo eee eee 1 
ers. eed ee eee ee re ee 100 


4. Three in 5 savers had saved trad- 
ing stamps from six to twelve 


months. 
Period of Time Trading 
Stamps Saved Savers 
Less than six months.............. 13% 
Six months but less than twelve 
NE [AA Sean Vicahedcue eee taken 60 
Twelve months but less than twenty- 
PE IND 5.5 iE donee Races ated 20 
Twenty-four months or more...... 7 
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II. TRADING STAMP REDEMPTIONS 


5. Only 1 in 4 savers had redeemed 
stamps during the past year. 


Redeemed 
Stamps 
During 
Past Year Savers 
ch ivedenesbeuberevnd ceesee 75% 
Ee eet ania tie ss sss eee 24 
i ces canwtiadaeh ewe hee 1 
EEG ae ee wy ae ee 100 


6. Of these, over two thirds had 


made one redemption .. . 


Number Savers Who 
of Redemp- Redeemed 
tions Dur- Stamps 

ing Past During 

Year Past Year 

ARTE OTT Tey erro erates 69% 
RE Set eo kad fh ae Ses eee cars 17 
BG rene Cotg hs daw eedGs au 5 
ES eres & a eran e ee aree eraree 9 
MN te ccenastinnadiles sommes 100 


7. .. . over half exchanged their 
stamps for houseware items .. . 


Savers Who 


Redeemed 
Type of Stamps 
Merchandise During 
Redeemed Past Year * 
CT eS rere 53% 
Ci cs chk eeenweetnbnn nell 27 
IN ee bie Sinn Suhawwat een 12 
ERTS ee ee ee eee 12 
Ee eee eee ee eee 12 
Be Luka tos Vnae meee tenes 116 


* Percentages add to more than 100 because some 
respondents gave more than one answer. 
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8... and one fourth had re- 
deemed stamps during December. 


Savers Within Each 
Merchandise Group 





Who Redeemed Stamps 

: 3 3 

vf of 3 sf 

Mar. « $8 ts ts - 4 

Redeemed a a= a gx 
Houseware 38% 17% 2% 17% 

Appliance .... 38 8 16 38 

Hardware .... 62 15 23 0 

Soft goods ... 31 8 31 30 

Se 39 15 31 15 

ren 40 14 25 21 


9. However, relatively few used 
their redeemed items for gifts. 


Savers Who 


Redeemed 
Stamps 
How Items During 
Used Past Year 
PED kc cniccsccccnsccunse 94% 
RE an op eceer aes abeoheneeeewen 6 
i ea a ae 100 


10. Three in 5 had saved four to 
twelve months for the redeemed 


items. 
Savers Who 
Redeemed 
Stamps 
Saving Period for During 
Redeemed Item Past Year 
Less than four months............. 30% 
Four months but less than eight 
555.55 252805 EAS kee 45 
Eight months but less than twelve 
re eee eT pe ee! on 17 
Twelve months and over......... 8 
Me cithtidvecs amet: 100 
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11. About the same proportion 
said they would have purchased 
the items otherwise .. . 


Savers Who 


Would Have Redeemed 
Purchased Stamps 
Items During 
Otherwise Past Year 
hes eabedulewle 5 poeeeeeceeeees 68% 
a ies wha id 0'8 Sie 6 a's oth 22 
Ce es ere 10 
| Piety yl dati ee eae 5 Se re 100 


12. ... and a majority of these 
said they would have made the 
purchase in a department store. 
Saver- 
Redeemers 


Who Might 
Have Pur- 


Possible Place of chased Items 
Purchase Otherwise 

Department store ................. 60% 
ee hy a ee 23 
Independent small store........... 7 
RR PMID ssc ssscadsueseasees 3 
Lie SS ees See are 7 

eases ee se eR 100 


Il. TRADING STAMP DISTRIBU- 
TION AND INCENTIVE 


13. More than half of all respond- 
ents said they always received 
trading stamps without having 
to ask for them. 


Received Stamps 


Without Asking Total 
for Them Respondents 
RES tare een ee 57% 
ES rere 36 
rrr Cae kt Suds caaen 3 
PN cca Si se kae'swvawnne wes + 


14. About half of the savers never 
shop at a certain store just to 
get trading stamps. 


Shop at Cer- 
tain Store 
to Get 
Trading 
Stamps Savers 
nk Bee ot oat ed 47% 
NOR oe sec doom eeuis eax 27 
ED ooo. os Cmte 6 cee easine ae 26 
eee erie eae, Peer an are 100 


15. Of those who said that stamps 
were an incentive, few had trans- 
ferred their accounts from 
stores not giving stamps to 
those giving them. 


Transferred 
Account to Store 


Giving Stamps Savers 
RM a kan Shc asus ease Rees 17% 
Ba oh cob eats ik Tei 80 
19D Spt POMCMBET 5.6 soc bc de Kase ds 3 

MENS nee heoararS b-we wats srw oe ee 100 


16, An even smaller proportion of 
nonsavers had transferred their 
accounts from stores giving 
stamps to those not giving 


them. 
Transferred 
Account to 
Store Not 
Giving Stamps Nonsavers 
RR Chics kn cea betas Soe seen 13% 
PM eae ke be ne So sete ae 82 
POP TIES 0S oS oes dees case 5 
LASS Arey Naar mere 100 
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ps 
oO 
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IV. ATTITUDE TOWARD 
TRADING STAMPS 


17. A third of the respondents 
thought they paid more for 
merchandise in a store giv- 

ing trading stamps .. . 


Think Stamps 


Increase Cost Total 
of Merchandise Respondents 
Nas oc cRiae eee e cep seaeee 34% 
ESS Se oS eee ater 47 
MY NOW 6560555655 Oseccnsesicn 19 
PE cca icatihs owe Gon en se eec8 100 


18... . and almost two thirds 
said they would rather receive 
a cash discount instead of 
trading stamps at the 
time of purchase. 


Prefer Cash Total 
Discount Respondents 
ME ater tic uin clea ys ate boc eel ae 62% 
US, ey eee er eee 25 
BO premvereNce 26.06... ects 13 
PEE ER eo ere eee ee 100 


19. Many of those who saved ir- 
regularly, or who did not save 
at all, said that trading 
stamps were “too 
much bother.” 


Respondents 
Answering 
Reasons for Not Always “Sometimes” 
Saving Trading Stamps or “‘Never’’* 
Se 37% 
Do not trade in stores giving 
ee ee ey eee 34 
Feel that stamps increase cost of 
eee 25 
ee eg 19 
Takes too long to save............ 18 
—_ giteae aeaea leis atice teh pak efit 8 
ee eer. eee aeeers 141 


* Percentages add to more than 100 because some 
Tespondents gave more than one answer. 
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20. More than half of the savers 
felt that it takes too long to 
save for wanted items. 


Saving 
Time Too 
Long Savers 
a ie eo wilted coke See 54% 
No errr rr rrr eee eee ee ee 2 29 
ROMOCHEE 45s cca vcacdewebwon eee en 17 
PE PP Pe pes! Bey ome pre 2. 100 


V. THE RESPONDENTS 


21. Almost half of the respondents 
were females between 30 and 
45 years of age. 


Total 
Respondents 
Estimated ee 

Age Male Female 
A ee 0% 2% 
Pe ee ica sc dec bbe 1 25 
EE Sie aetesls dag ciate 6 42 
RS OEE 65 See . 19 

PO esky ie tc eeewat Cee 12 88 


22. Almost two thirds of the re- 
spondents came from house- 
holds of two to four 


persons. 

Number of 

People in Total 

Household Respondents 
Hc sioka sets secede cee be eae eee 12% 
TRE GA i LEE 64 
Ot OE NB is hk ovad sede evens 24 

DN oot ace nia oe eae 100 


(Continued on page 206) 








Division Organization in 
Food Chains 


EDGAR A. PESSEMIER 
Assistant Professor of Business Administration, State College of Washington 





ods of internal organization which 


traditional methods of organization. 





Several different types of organization are explored with a view to 
determining the most efficient methods for the specific problems 
confronting food chains. Detailed charts show the changing meth- 


results for many firms. These are compared with some of the more 


are now producing significant 








In food retailing twenty-five years 
ago the stores of a large chain were 
small and numerous, and only a few 
people were employed in each. At that 
time chains developed little in-store or- 
ganization beyond dividing the respon- 
sibility for store operations between the 
head butcher and the head grocery 
clerk. Above the store level in a chain 
most of the formal organization was 
represented by a hierarchy of store 
supervisors, frequently divided into 
two separate groups, one handling per- 
ishables and the other handling gro- 
ceries. Division-wide planning, service, 
and supply functions were performed 
by a headquarters organization which 
prescribed standard policies and operat- 
ing procedures to be followed by the 
stores. 

The character of the stores operated 
by food chains started to alter during 
the depression years when many small, 


unprofitable stores were closed. Store 
size increased steadily until the end of 
World War II when the growth of 
modern supermarkets accelerated the 
trend toward large stores. Although 
data are not abundant, they are ample 
to indicate the general magnitude of 
the change taking place over the past 
two-and-one-half decades. In the year 
1932 thirty-nine chains reported av- 
erage sales per store of only $40,000, 
and in 1955 forty-nine chains reported 
average sales per store of $837,000,’ 
twenty-one times greater than they had 
been in 1932. Even after allowing for 
the increase in the Bureau of Labor 


1The Super Market Institute currently defines a 
supermarket as: ‘‘a complete, departmentalized food 
store with a minimum sales volume of one million 
dollars a year and at least the grocery department 
fully self-service.” 

Wilbur B. England, Operating Results of Food 
Chains in 1955, Harvard Business School, Bureau 
of Business Research, Bulletin No. 148, 1956, p. 20. 
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Statistics Retail Food Price Index 
from 42.8 * in 1932 to 110.9 * in 1955, 
the advance in store volume is great 
for such a short span of years. Fur- 
ther, there is no indication that store 
sales volume has reached its peak. Re- 
cently Charles G. Mortimer, president 
of General Food Corporation, predicted 
that by 1960, 25,000 supermarkets, 
comprising only 10 per cent of all 
grocery stores, will do 70 per cent of 
the nation’s grocery business.® 
Accompanying the advances in store 
size and volume has been a rapid 
growth in the breadth of assortments 
handled in food stores. One authority 
stated that in 1928 stores handled about 
867 items; in 1946, about 3,000 items ; 
and in 1956, about 5,000 items.* By 
1960 it seems likely that the total will 
approach 6,000. In the light of the 
space limitations of existing stores and 
the rising cost of new stores, the pres- 
sure on store shelf space has been 
severe. In addition, growing assort- 
ments have made new demands on the 
warehouse systems and the buying 
staffs of chain operating divisions. 


Changing Organization 


As the number of stores operated by 
a chain decreased, with a concomitant 
increase in store size, breadth of as- 
sortments carried, and functions per- 
formed, the stores began to alter their 
pattern of organization. The need for 
an over-all store manager became more 
apparent and new positions such as 


®United States Bureau of Labor Statistics, 
Monthly Labor Review, March 1953, p. 20. 

* Ibid, December 1956, p. 1508. 

5 Spokane Daily Chronicle, July 26, 1957, p. 12. 

® Robert W. Mueller, ““Movements in the Retail 
Distribution of Food in the United States,” Journal 
of Farm Economics, May 1956, p. 339. 
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cash-manager, head of reserve stock, 
and aisle man began to assume signifi- 
cance. At the level of the district super- 
visors and at division headquarters, 
changes were also taking place. The 
acceptance of the need for an over-all 
store manager with expanded authority 
increased the demand for a single line 
of district supervisors and a clarifica- 
tion of the responsibilities of store 
managers, district supervisors, and 
headquarters merchandising personnel 
for operating results. In addition, the 
relentless stream of highly promoted 
products demanding supermarket dis- 
tribution, the competitive squeeze on 
uncomfortably slim margins, the com- 
plex mix of merchandise finding its 
way into supermarkets, and an empha- 
sis on new promotional devices have 
created merchandising problems that 
call for a fresh look at the way chains 
organize. 


Division Organization Today 


Before turning our attention to how 
chains can meet the challenge of organ- 
izing more effectively, it will be useful 
to look briefly at several plans of or- 
ganizat' ‘n currently in use. In the 
two organizations charted in Figures 1 
and 2, the principal responsibility for 
the management of a division’s stores 
and the volume of sales they produce 
rests with the store operations manager. 
Buying, pricing, and sales promotion 
are not, as a rule, under the direct con- 
trol of the store operations manager, 
though he may strongly influence the 
executives performing these functions. 

In Figure 1 note that the advertising 
and pricing functions are separated 
from buying in the plan of organiza- 
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DIVISION 
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tion. In this type of organization an al- 
ternative alignment of duties is occa- 
sionally encountered in which the ad- 
vertising manager and the price maker 
are placed under the direction of the 
store operations manager. If the store 
operations manager is to be held ac- 
countable for sales, the alternative ar- 
rangement is more realistic. 

The plan of organization outlined in 
Figure 3 divides the responsibility for 
sales and store management. Perish- 
able products are handled by one sales 
manager and groceries by another sales 
manager. A close control of perisha- 
bles merchandising may be attained by 
this division of responsibilities, but the 
organization is complex, resulting in 


duplication at the district and division 
supervisor levels and an absence of 
clear-cut authority for the management 
of individual stores. In this plan of or- 
ganization the buyers are generally 
answerable to the division manager or 
one of his subordinates who co-ordi- 
nates buying and advertising for the 
division, but the sales managers have 
more influence over buying, prices, and 
promotion than the store operations 
manager customarily has in the two 
plans of organization previously dis- 
cussed. 

One of the principal problems posed 
by these three plans of organization is 
excessive separation of the responsibili- 
ties for buying, pricing, advertising, and 
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sales. Attendance at merchandising 
committee meetings and day-to-day as- 
sociation with other chain executives 
assist the individuals responsible for 
major functions to co-ordinate the di- 
vision operations. It appears, however, 
that improvements in organization are 
possible—in the case of large operating 
divisions with a high proportion of 
large stores, changes in the above plans 
may become a necessity. 


Basic Division of Responsibilities 


Though it is difficult to generalize, 
since the circumstances peculiar to each 
chain must be considered, an attempt 
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should be made to discover what form 
of organization for an operating divi- 
sion is best suited to merchandising 
large modern supermarkets. In look- 
ing at this problem it is convenient to 
think of the operations of a division 
as divided into three broad areas: sup- 
port activities, store operations, and 
merchandising (including buying and 
sales promotion). Support activities in- 
clude warehousing, transportation, 
manufacturing, real estate and con- 
struction, office management, person- 
nel management, and public relations. 
Store operations include all the activi- 
ties required to provide efficient han- 
dling and attractive presentation of the 
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company’s merchandise in the stores, 
as well as pleasant surroundings for the 
customers to shop in. “Merchandising” 
as used here includes all the planning, 
buying, and administration required to 
supply the stores with competitive as- 
sortments of properly promoted mer- 
chandise. 

Haying what customers want in sur- 
roundings conducive to buying at prices 
and operating costs that will yield ade- 
quate profits is the basic purpose of the 
organization of a supermarket chain. 
In this setting it is easy to see that the 
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GURE 3 


support activities mentioned above are 
organized to service the chain’s retail 
operations. On the other hand, it is 
not so easy to determine whether the 
merchandising activity is designed to 
assist the stores by supplying the 
proper merchandise or whether store 
operations are designed to service the 
merchandising activity by supplying 
proper handling of the chain’s mer- 
chandise. How this balance of respon- 
sibility is resolved in an individual firm 
sets the pattern of organization ; either 
the store operations organization or the 
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merchandising organization becomes 
the dominant influence within the chain. 
The question of dominant influence 
might not come to the surface so read- 
ily if it were not for the fact that a 
division manager wants to be able to 
assign the principal responsibility for 
sales and profits. 

In the plans of organization that 
have been reviewed, the store opera- 
tions manager is responsible for the 
conduct of store operations and for 
store sales. This executive does not 
have direct responsibility for deter- 
mining assortments, retail prices, and 
promotional events. In the divided type 
of organization shown in Figure 3 the 
sales managers have a great deal of in- 
fluence over merchandising but, despite 
this distinction, headquarters merchan- 
dising personnel, particularly those con- 
cerned with grocery products, are gen- 
erally charged with the duty of es- 
tablishing maximum assortments and 
maintaining profitable levels of gross 
margin. 

Since separating the responsibility 
for sales and margins tends to be an 


artificial concept and since store opera- 
tions affect a chain’s sales showing, 
some way should be sought to organ- 
ize more effectively. The simplest way 
is to place the management of all re- 
tail activity under a single executive 
answering to the division manager. 
This individual controls both store op- 
erations and merchandising so that he 
can be held accountable for retail prof- 
its. These profits are the gross margin 
produced less the cost of acquiring 
and promoting the merchandise and 
operating the stores; they are not net 
of the cost of support operations since 
these activities have their own pro- 
ductivity measures and should be ac- 
countable to the division manager. Such 
an arrangement gives the greatest flex- 
ibility to the store-merchandise com- 
plex and pinpoints the contribution to 
division overhead made by retail opera- 
tions. This figure is the most impor- 
tant, and most sensitive, single measure 
of operating effectiveness within a di- 
vision. This much of the organization 
is charted in Figure 4. 
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The Merchandising Organization 


Given this much of an organization, 
the retail operations manager must as- 
sign responsibility to his assistants in 
a meaningful way. The most natural 
division would be to separate merchan- 
dising and store operations. Again the 
question arises concerning which part 
of the organization shall have the pri- 
mary burden for a sales showing. Since 
separating the responsibility for sales 
and gross margin does not seem real- 
istic, a general merchandise manager 
should have the responsibility for both. 
The general merchandise manager 
would be assisted by an advertising 
manager and several divisional mer- 
chandisers (head buyers), each of 
whom would supervise a group of buy- 
ers. This type of merchandising or- 
ganization would allow the general 
merchandise manager to supervise the 
over-all structure of chain prices, as- 
sortments, warehouse inventory levels, 
and promotions. The divisional mer- 
chandisers (head buyers) would have 
similar responsibility for their own 
merchandise division, and in turn the 
buyers would share in this responsi- 
bility by being responsible for sales and 
margins for the classifications that they 
bought. The buyers in the grocery di- 
vision would be given authority to ar- 
range for co-operative advertising and 
promotions, but such agreements would 
be subject to the approval of the gro- 
cery merchandiser and final review by 
the general merchandise manager. The 
only formal control over adding new 
items to stock envisioned in this plan 
of organization would be to require the 
approval of a grocery buying commit- 


tee on all but routine additions to the 
stock. Since store operating costs are 
influenced by the breadth of assort- 
ments carried and because the stores 
are in contact with the chain’s cus- 
tomers, the store operations manager 
would be a regular member of this 
committee and, on a rotating basis, one 
or more store managers would attend 
committee meetings. The other regular 
members of the buying committee 
would be the grocery buyers, grocery 
merchandiser, and general merchandise 
manager. In the case of all but the 
grocery division, the divisional mer- 
chandisers would have commodity 
specialists to assist the stores. These 
specialists would be in constant contact 
with the chain’s stores and serve to 
keep the merchandisers and buyers of 
perishables informed concerning con- 
ditions in the stores. This part of the 
organization is shown in Figure 5. 
The need for commodity specialists 
should be explained since none are 
shown for the grocery division. In the 
case of perishables, maintaining mer- 
chandise in a fresh condition and con- 
trolling shrinkage are important prob- 
lems, and price is often determined at 
the store level. Since these factors af- 
fect both sales and gross margins, it is 
necessary for divisional merchandisers 
for perishables to have close contact 
with, and a degree of supervisory au- 
thority over, the store department 
heads handling these types of merchan- 
dise. Dry grocery items are spared 
these difficulties so that compliance 
with standard inventory, display, and 
pricing policies in the stores are the 
major concerns of the grocery mer- 


chandiser. If the retail operations 
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manager puts sufficient emphasis on 
the proper handling of groceries, con- 
trol can be attained by the store op- 
erating group without any direct in- 
tervention by commodity specialists. 
Occasional visits to stores by the retail 
operations manager, the general mer- 
chandise manager, and grocery mer- 
chandising personnel should maintain 
an adequate check on the store’s han- 
dling of groceries. 


The Store Operations Organization 


To look at the other side of the or- 
ganization, the retail operations man- 
ager may assign to the store operations 
manager the direction of store person- 
nel, the maintenance of customer rela- 
tions, the execution of merchandising 
plans within the stores and the control 
of store expenses, particularly payroll, 
supplies, and stock shortages. The re- 
tail operations manager may set stand- 
ards of performance concerning store 
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merchandising activities, customer rela- 
tions, and housekeeping and then ask 
for performance at the lowest cost 
compatible with these standards. 

For the store operations manager to 
perform the duties outlined, he needs 
a few staff aides and a group of field 
supervisors to handle the individual 
stores. Charted, this segment of the 
organization appears in Figure 6. 

This organization plan envisages the 
materials handling specialist with some 
contact with the divisional merchan- 
diser for groceries and the retail op- 
erations manager in establishing poli- 
cies governing the control of grocery 
inventories and shelf allocations. Per- 
formance, however, would be the duty 
of line personnel, principally the dis- 
trict managers, store managers, and 
store grocery managers. 

Though the plan of organization be- 
ing proposed here does not give the 
store operations manager and the store 
operations group the primary responsi- 
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bility for sales, nevertheless, sales would 
be used as one of the measures of store 
operating efficiency. Since the skill 
with which a store displays grocery 
stocks and the manner in which it 
tailors assortments to meet local con- 
ditions affect the sales a store produces, 
it is not unrealistic to use sales as one 
basis for comparing and evaluating 
store performance. Sales productivity 
and the management of expenses can 
be effectively joined by providing op- 
erating statements for each store. Store 
operations personnel can readily assess 
what items affecting store profits are 
under their control and to what extent 
they can be controlled. The emphasis 
will naturally fall more heavily on pay- 
roll, supplies, utilities, and the control 
of shrinkage and stock shortages. 


Some Alternative Alignments 


At this point it might be well to look 
at some alternative plans which could 
be used within the same general struc- 
ture that has been outlined. One possi- 
bility would be to have the advertising 
manager responsible directly to the re- 
tail operations manager instead of a 
general merchandise manager. This 
would involve the retail operations 
manager more directly in promotional 
activity and would not give the general 
merchandise manager the complete 
team he needs to supply and promote 
the chain’s merchandise. Since the gen- 
eral merchandise manager answers di- 
rectly to the retail operations manager, 
it appears that no lack of control or co- 
ordination would result from having 
the advertising manager responsible to 
the general merchandise manager. 


Another possibility would be to place 
a commodity specialist or the materials 
handling specialist under the direction 
of the grocery merchandiser instead of 
the store operations manager. This ar- 
rangement would give the grocery mer- 
chandiser more control over inven- 
tories, shelf allocations, and displays 
but would limit the responsibility of 
the store operations manager over ex- 
penses, since the way grocery stocks 
are handled has a good deal to do with 
store operating costs. If grocery han- 
dling is directed by a merchandiser 
who has no responsibility for store ex- 
penses, costs could advance to undesir- 
able levels. 

A third alternative would be to at- 
tach the commodity specialists to the 
store operations manager. The objec- 
tion to this alignment is that it would 
reduce the perishables merchandiser’s 
responsibility for sales and gross mar- 
gins. If care is exercised to prevent 
commodity specialists from unneces- 
sarily diluting the authority of store 
operations personnel, the suggested 
plan of organization should be satis- 
factory. 


Store Organization 


Having carried the plan of organiza- 
tion this far, the organization of indi- 
vidual stores should be investigated. As 
has been indicated, little reason now 
exists for dual store management. A 
single store manager is needed to co- 
ordinate the activity of a number of 
departments and handle the numerous 
store-wide personnel and customer re- 
lations problems which have become 
more significant in the large supermar- 
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ket. Needless to say, a manager’s job 
is an important one, calling for a good 
measure of executive talent, since over 
one hundred employees may be in- 
volved and annual sales may exceed 
three million dollars. To assist the store 
manager, there should be a responsible 
individual assigned to each major mer- 
chandise department and operating 
function. At a minimum, this would 
call for a cash manager, a grocery 
manager, a meat manager, and a pro- 
duce manager. This division of duties 
can be extended in very large stores 
to include other separate departments 
such as bakery, dairy, and so forth. 
Within each department a manager 
may have as many assistants as are 
called for by the character of the de- 
partment and the store’s size. Figure 7 
shows a chart of the store organiza- 
tion. 

In handling groceries in the stores, 
where a great variety of items are in- 
volved and movement is rapid, it is par- 
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ticularly important that order writing 
and maintaining of orderly floor and 
reserve stock be assigned in such a 
manner that the good and bad work of 
individuals is apparent to the person 
supervising these tasks. In a similar 
manner, the manager of the perishables 
departments should make work as- 
signments that aid in evaluating per- 
formance of individual employees. 
Since payroll costs are the store’s larg- 
est controllable expense, maintaining 
high labor productivity is absolutely 
essential. 

As suggested earlier, it is advisable 
to permit some adjustment of store 
grocery assortments to meet local con- 
ditions. These adjustments should be 
determined jointly by the grocery man- 
ager and the store manager. When 
they discontinue an item, the decision 
should be approved by the district 
manager; and when they add an item 
by direct delivery, the permission of 
both the *uyer and the district manager 
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should be obtained. Handling adjust- 
ments of store assortments in this man- 
ner provides flexibility to store opera- 
tions, discourages indiscriminate addi- 
tions to stock, and keeps the interested 
parties informed. 


Summary 


The total plan for the organization 
of a division shown in Figure 8 bears 
some marks of a department store or- 
ganization. This should not be surpris- 
ing since department stores have long 
operated with complex merchandise as- 
sortments, and now that the larger su- 
permarket has moved toward the de- 
partment store in this regard, its or- 
ganization will very likely be shaped by 
these new conditions. The department 
store has recognized that a buyer should 
be responsible for sales and margins— 
this concept is now becoming suitable 
to food chains. The physical separation 
of merchandise classifications in de- 
partment stores has usually allowed de- 
partment store buyers to supervise di- 
rectly, or indirectly, the selling func- 
tion. Within the supermarket industry 
this is not possible ; “selling” and ex- 
pense control must be removed from 
the buyer’s jurisdiction. 

The emphasis placed on the buyer 
and his influence over sales by this or- 
ganization plan is not intended to re- 
lieve the store operations group of its 
fair share of the responsibility for 
sales. Rather, the proposed organiza- 
tion recognizes the limitations of the 
store operations group in being able to 
accept the principal responsibility for 
sales due to its preoccupation with the 
day-to-day management of stores and 


its separation from the buying and 
pricing functions. 


Some Final Observations 


Several factors appear to explain 
why a number of larger chains have 
favored placing the responsibility for 
sales with the store operations group. 
One is the greater number of employees 
serving under that segment of the or- 
ganization that tends to increase the 
importance of the store organization 
in the eyes of management. A second 
is the tradition springing from the fact 
that the history of most large chains 
extends back to the era when service 
was extended to customers and a good 
deal of genuine sales activity took place 
in a chain’s stores. A third factor is the 
private-brand programs of large chains, 
customarily sizable and directed from 
chain headquarters, that limit the buy- 
ers’ duties in the individual operating 
divisions. In a highly centralized mer- 
chandising organization that leaves the 
division buyers with greatly reduced 
merchandising authority, a chain may 
find it easier to give the responsibility 
for sales to the store operations group. 
In making an evaluation of the factors 
influencing organization, it appears that 
neither the number of employees man- 
aged nor a passing industry character- 
istic forms a sound basis for placing 
the responsibility for sales. To allow 
a chain’s private-brand program to be- 
come a force in determining the pattern 
of organization in a division is also of 
doubtful validity and has some serious 
implications for a chain’s merchandis- 
ing program. It calls for a high degree 
of uniformity in the chain’s merchan- 
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dising from division to division, and it 
tends to diminish the divison manager’s 
responsibility for sales since he realizes, 
as do his buyers, that a large part of 
the merchandising function is out of 
his hands. 

Centralization becomes more acute 
if the individual divisions of a chain 
are small, since it is unlikely that a 
small division will be able to support 
an adequate merchandising staff eco- 
nomically. As a result, there is an in- 
creased tendency to place the responsi- 
bility for sales in the store operations 
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organization and to shift a larger share 
of the merchandising function to a 
central headquarters. It therefore ap- 
pears that as a chain grows, and as the 
importance of its private-brand pro- 
gram increases, it tends more and more 
to centralize certain merchandising 
functions. In addition, the smaller the 
operating divisions of a chain are, the 
more difficult it is for these divisions to 
support adequate staffs of merchandis- 
ing personnel. As a result, in the large 
chain with small divisions, the measure 
(Continued on page 207) 
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To explore the discount practices of legitimate retailers, the author 
and his student assistant approached the matter through customer 
buying habits. Respondents in three income levels in Eugene, 
Oregon, were asked what percentage of their purchases during the 
preceding year had been made at discount prices . . 
the discounts were obtained through friends, through shopping in 
discount houses, or through bargaining with regular merchants. 
The statistical results are quite revealing. 


. also whether 








Price concessions by all types of re- 
tailers have been a frequent subject of 
consideration by retailers and consum- 
ers. Numerous studies have been cited 
concerning the activities of discount 
houses, but relatively little study has 
been given to the discounting prac- 
tices of the so-called “legitimate” mer- 
chants who follow a “normal” pattern 
of merchandising. 

In order to determine the nature of 
discounting practices of the “legiti- 
mate” merchants and to ascertain the 
awareness of and use by consumers of 
those practices, a survey was conducted 
during the spring of 1957 within the 
city of Eugene, Oregon, by Daniel J. 
Manning, a student in marketing re- 
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search at the University of Oregon, 
under the supervision of the author. 
Further objectives of the survey were 
to determine where consumers were 
making purchases at less than listed or 
quoted prices and to discover the extent 
of major household purchases at a dis- 
count. 

A 1.35 per cent sample, or one hun- 
dred fifty households, was the size of 
the sample. Pretesting revealed dif- 
ferent characteristics of the population 
by income class. The population was 
stratified into three income levels as 
identified by the value of the house- 
holds. The income levels for the pur- 
pose of this survey were defined as 
follows: high-income level, residence 
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of the respondent valued in excess of 
$18,000; middle-income level, from 
$6,000 and not more than $18,000 ; low- 
income level, residence of the respond- 
ent valued at less than $6,000. 


Selection of Households 


Reference was made to the city tax 
assessment files to obtain the proper 
weight for each income strata. It was 
found that 16.5 per cent of the resi- 
dences in Eugene are valued in excess 
of $18,000, 72.2 per cent of the resi- 
dences are valued in excess of $6,000 
and less than $18,000, 11.3 per cent 
are valued at less than $6,000. Twenty- 
five households were therefore included 
in the class of high-income level, one 
hundred eight households in class two, 
middle income, and seventeen house- 
holds in class three, or low-income 
level. 

Utilizing an assessor’s map of the 
city of Eugene depicting the zones, 
eight location points were selected at 
random, two in a low land value dis- 
trict, and four in a middle land value 
district. The closest four-corner inter- 
section to each point was then recorded. 
A complete list was prepared of the 
house number of each resident in all 
four blocks adjoining those intersec- 
tions. A table of random numbers was 
used to select the desired number of 
households from each of the three 
Strata. 


Findings 

The stratification of the sample into 
three income sections revealed marked 
differences in characteristics. For ex- 
ample, it was found that 92 per cent 
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of the high-income-class households 
had made purchases of major house- 
hold appliances in the past year, while 
during that time only 72.2 per cent of 
the middle-income group and 53 per 
cent of the lower-income group had 
made similar purchases. 

Respondents in households were 
asked if they paid full retail price for 
household purchases of appliances. 
Fifty-six per cent of the high-income 
segment reported paying full retail 
price. Fifty-four per cent of the mid- 
dle-income strata reported paying the 
full retail price. The lower-income 
strata reported that 70.5 per cent of 
the households paid full retail price. 
It was stated frequently that when pur- 
chases required financing, customers 
were reluctant to ask for a discount 
and retailers were hesitant to grant 
any price concessions. 


Access to Discounting Practices 


The findings of this study indicated 
further that the middle-income group 
obtain discounts most frequently. The 
middle-income strata, which comprises 
72 per cent of Eugene’s total house- 
holds, represents 8,107 households 
within the city. Fifty-five and six 
tenths per cent of the households in 
the middle-income class had access to 
retail outlets where they could make 
purchases of major household items at 
a discount rate. It may be presumed 
that 4,500 households or 40.6 per cent 
of all major household appliances pur- 
chased in Eugene could be purchased 
at a discount by the middle-income 
classes alone. In the high-income class, 


(Continued on page 207) 
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How did the drugstore franchise system develop? What are the 
advantages and disadvantages to the dealer in contrast with his 
individual store operation? What are the advantages and risks 
involved for the sponsor organization? These and other aspects of 
the situation are explored in a detailed, informative article in which 
the author concludes: “It is probable that the co-operative drug- 
store franchise will not expand greatly beyond its present impor- 
tance in the American marketing picture.” 








Although the drugstore franchise 
system has been in existence for more 
than fifty years, very little attention 
has been devoted to it in professional 
marketing literature.’ 


Definitions 


A co-operative drugstore franchise 
system is an arrangement between a 
vertically integrated drug manufac- 


* This study was sponsored by the International 
Cooperation Administration. The author expresses 
his appreciation to the I.C.A. for permission to re- 
produce certain of the findings incorporated in this 
article. 

1A, Hamilton Chute and Esther J. W. Hall, The 
Pharmacist in Retail Distribution (Austin, Texas: 
Hemphill’s, 1953), pp. 135, 325-26. 

Paul C. Olsen, Marketing Drug Products (rev. 
ed.; New Brunswick, N.J.: Rutgers University 
Press, 1955), pp. 76, 115-17, 122-23, 181-86. 
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turer-wholesaler and a horizontally in- 
tegrated drug manufacturer-wholesaler 
and a horizontally integrated group of 
independent retail drugstores for the 
purpose of forming an organization to 
manufacture, distribute, and promote 
the sale of ethical and proprietary 
drugs, drug sundries, and related items 
customarily stocked by the American 
drugstore. The manufacturer-whole- 
saler takes the initiative in organizing 
the chain, in contrast to the retailer 
co-operative type of chain in which the 
retailers get together to organize the 
wholesale function. Thus it is a form 
of wholesaler-sponsored voluntary 
chain. 

The drug manufacturer-wholesaler 
(hereafter called the sponsor) always 
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offers a line of merchandise under its 
own brand name or trade-mark; it 
either manufactures these items or pur- 
chases them under specification buying 
contracts with selected suppliers. 
Vertical integration in manufactur- 
ing seems to be a definite tendency. 
The largest sponsor chain, Rexall Drug 
Company, provides 5,000 separate items 
to its franchised stores, virtually every- 
thing required to run a full-line drug- 
store. A large proportion of these 
items are manufactured by the chain’s 
nine manufacturing subsidiaries. The 
Walgreen Company also has several 
manufacturing branches. 


Historical Origins 


The co-operative drugstore fran- 
chise system had its beginnings in 1902 
when a group of druggists gathered in 
Boston to hear twenty-seven-year-old 
Louis K. Liggett outline a plan for a 
drug co-operative to make and distrib- 
ute drugs and drugstore products ex- 
clusively for its members. Shortly 
after the Boston meeting, forty drug- 
gists contributed $4,000 each to capital- 
ize the enterprise. 

Liggett took over a small plant in 
Boston (formerly a thread factory) 
and began to manufacture drug items. 
The word “Rexall” was coined and ap- 
plied to both manufactured and pur- 
chased items as the chain’s private 
brand name. As the Liggett chain 
grew, especially in the 1920-1940 pe- 
riod, a number of similar chains were 
established. Many of the smaller chains 
were absorbed by purchase or merger 
until, by the early 1940’s, most of the 
co-operative chain business in the 
United States was being handled by 
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three large combines: Rexall Drug 
Company, the Walgreen Company, and 
the Whelan Drug Company. 

In the period between the two world 
wars the great drug chains owned many 
of the stores outright. But as the 
agency or franchise plan seemed to 
have merits superior to corporate store 
ownership (less capital required, better 
division of labor, local store identity), 
agency operation soon took precedence. 
Indeed, the major chains have gradu- 
ally been closing their own stores or 
have sold them to independent drug- 
gists, who then operated them as fran- 
chise stores. 


Importance of the Co-operative 
Drug Franchise Chains 


The latest business census reveals 
that there were 56,009 retail drugstores 
in the United States in 1954.2? Of this 
number, 44,551 stores may be con- 
sidered as typical drugstores; the re- 
mainder were proprietary stores (with- 
out a prescription department) or very 
small stores (without payroll). Total 
drug sales in 1954 were $5,251,791,- 
000. Eliminating the proprietary and 
very small stores, the orthodox drug- 
stores had total sales of $4,857,325,000 
in 1954, 

Since there are about 12,900 fran- 
chise stores, nearly three out of every 
ten drugstores in the country are af- 
filiated with a chain sponsor. They 
probably accounted for about one third 
of drugstore sales, or about $1 ,620,000,- 
000, in 1954. 


21954 Census of Business, Retail Trade, U.S. 
Summary (Department of Commerce Bulletin R-1-1 
(Washington, D.C., 1956]), pp. 1-5. 

8 Op. cit. 

4 Rexall, 10,000; Walgreen, 1,800; Whelan, 1,000. 
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It would be erroneous to assume, 
however, that the central chain organ- 
ization accounted for all of this vol- 
ume. From a study of annual reports 
it would seem that a franchised drug- 
store would purchase from its chain no 
more than $15,000 per year, at the 
most. Allowing for a median markup 
of 35 per cent and applying this maxi- 
mum to the 12,900 franchise stores 
extant in 1954, the latter could not have 
purchased more than $261,225,000 that 
year. This is 5.4 per cent of total 
drugstore sales in 1954, and but 16 per 
cent of the sales of the franchise stores. 
These percentages would seem to con- 
firm earlier findings that chain drug- 
stores as well as the independents in 
this country do between 80 and 90 per 
cent of their business in leading na- 
tional brands.*® 

Of course, this 15 or 16 per cent, 
concentrated as it is mainly in pro- 
prietaries, constitutes a large dollar 
volume for the sponsor chains. It is 
said that the greatest concentration of 
business for the sponsor’s private 
brands is in proprietaries (patent medi- 
cines), standard machine-chest items 
(iodine, bandages, etc.), and certain 
sundries. The sponsors apparently have 
had little success in ethical pharma- 
ceuticals (prescription drugs), even 
though Rexall bought out one of the 
independent ethical houses two years 
ago. They have met with indifferent 
success in promoting their own cos- 
metic and perfume lines, candy (Rexall 
sold its candy factory), and soda foun- 
tain requisites. They have not at- 
tempted to cultivate magazines, ciga- 
rettes, and tobacco supplies. National 


5 N.A.R.D. Journal, July 18, 1940, p. 1042. 


brand competition has been very diffi- 
cult to combat in just about all lines, 


Selection of Franchised Dealers 


The initiative may be taken by either 
party. It seems that independent drug- 
gists apply to the sponsor chain for the 
franchise in some cases. In others the 
chain actively seeks prospective deal- 
ers. It is said that in earlier days Liggett 
actively solicited dealers through area 
clubs of druggists already franchised. 
Today the sponsors urge existing 
franchise holders to suggest the names 
of independent druggists who might 
qualify. 

It is not easy to determine just what 
criteria are applied once a promising 
store is located. It seems that the chain 
usually investigates the size of the 
store, its past and present sales volume, 
its general appearance, the store layout, 
adequacy of prescription facilities, and 
the general reputation of the store and 
its owners in the community. Espe- 
cially important is store location, not 
only in respect to attaining good traffic 
within the shopping area, but also in 
respect to how close the store is to the 
nearest franchised dealer, for the chain 
must be sure to keep each market area 
the exclusive territory of already es- 
tablished franchise stores. 

After the store is franchised, the 
holder is expected to rearrange or 
modernize the store along lines sug- 
gested by consulting specialists supplied 
by the chain. Attractive discounts may 
be obtained in the purchase of new 
fixtures for the store, and identifying 
store signs (with the chain name), 
fronts, etc., are made available at cost 
by the chain. 
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Obligations of the Franchise Holder 
to the Sponsor Chain 


Formal contracts are signed by the 
dealer and the chain headquarters. 
These franchise or agency agreements 
generally include the following obliga- 
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tions for the dealers: 


es 


*There is nothing in the agreements about not 
carrying and seliing competing brands of any item. 
As shown above, the bulk of the franchised store’s 
sales are in national brand items. Were such a 
tying agreement included in the contract, it would 
undoubtedly be illegal under United States antitrust 


laws. 


Use best efforts to maintain 
and increase the sale of the 
chain’s private brand mer- 
chandise. 


Keep on hand at all times a 
representative stock of the 
sponsor’s brands adequate for 
normal demand. 

Give special preference in the 
display, advertising, and sale 
of this merchandise over all 
other brands. Dealer’s sales- 
men will always recommend 
the sponsor’s brands over 
others.® 

Identify his store with the 
sponsor chain name, utilizing 
signs, valances, decalcoma- 
nias, and interior display ma- 
terial supplied by the chain. 
Use the chain sales-promotion 
service. Each month the chain 
sends the dealer a sales-pro- 
motion kit containing signs, 
banners, streamers, booklet 
handouts, together with spe- 
cial sales events scheduled for 
the month. The cost of this 
service is charged to the 
dealer. 

Do adequate local advertising, 
making sure to tie in with 
chain-wide sales events, such 
as one-cent sales, Christmas 
promotions, etc. Mats, sug- 
gested radio and television 
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10. 


11. 


spot announcements, and 
other aids are provided in the 
sales-promotion kit. 


Share in the cost of the 
chain’s national advertising. 
One chain prorates one half 
of the cost of such advertising 
to the dealer, assessing him up 
to a certain limit based on 
sales of the house brand (e.g., 
up to 2.5 per cent of the deal- 
er’s aggregate purchases from 
the chain during the past six 
months or year). 


Pay a_ special commission 
(e.g., 5 per cent) on the re- 
tail price of the article to each 
salesperson selling the spon- 
sored brand (known in the 
trade as “push money”). If 
a higher commission is al- 
lowed on a given item by a 
competing brand, then the 
dealer must pay the same rate 
of commission on the house 
brand of the same item. 


Pay promptly according to the 
terms of sale for chain mer- 
chandise. These terms are fre- 
quently cash on receipt of 
goods or on receipt of the in- 
voice. 


Give advance notice in case 

of cancellation of the fran- 

chise (e.g., thirty days) and 

cease to use the chain identity. 

Adhere to certain general 

store standards, such as: 

a) Featuring the prescription 
department 

b) Running a _ progressive, 
well-merchandised store 

c) Being courteous and 
friendly to customers 

d) Maintaining a reputation 
in the community of co- 
operating with the medical 
profession and being dedi- 
cated to the health and 
welfare of the community 
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The sponsor chain may cancel the 
franchise at any time, without notice, 
for violation of any of the above ob- 
ligations of the dealer. 


Obligations of the Sponsor Chain 


The sponsor chain generally assumes 
the following obligations under the 
franchise agreement : 


1. Give the dealer the exclusive 
right to distribute the house 
brands in his territory. This 
means that the chain will not 
appoint another druggist whose 
trading area competes with or 
seriously overlaps the trading 
area of the franchisee, nor will 
it sell its line to any nonfran- 
chised dealer. Thus, the fran- 
chised dealer is the sole source 
for the chain brands in his ter- 
ritory. ; 


2. Sell to the franchise holder th 
full line of the chain brands at 
the same prices charged to 
other franchised dealers. This 
means that there can be no dis- 
crimination in prices or terms 
of sale between the various 
franchised dealers. 


3. Support the dealer with ade- 
quate sales-promotion mate- 
rial, national advertising, and 
other sales support to create 
traffic into his store. 


4. Make available at cost to the 
chain certain specialized serv- 
ices as required: store layout 
service, advice on keeping rec- 
ords and accounts, and, in rare 
cases, advice on locating the 
store (where a new druggist 
gets a franchise before he lo- 
cates his store). 


5. Buy back at the original prices 
from the dealer house brand 
merchandise in case of change 


of ownership of the store, 
winding up of the business, or 
bankruptcy. This clause is 
more than an obligation, since 
the chain wishes to assure itself 
of control of its merchandise 
lest it get into unauthorized 
channels, especially as “distress 
merchandise.” 


Advantages of the Franchise to the 
Dealer 


In general, the independent druggist 
can enjoy the advantages of a private 
entrepreneur and at the same time se- 
cure certain of the benefits of chain- 
store operation. He is his own boss 
and can reap the profits of a skillfull 
operation. Yet he can offset some of 
the advantages of the corporate chain 
drugstores with which he often com- 
petes. 

Purchasing advantages. Although 
specific data are not available, it is said 
that the sponsor chain sells its private 
brand merchandise somewhere between 
comparable national brand manufac- 
turer prices and wholesale prices. 
Therefore the cost to the franchise 
dealer of the house brands is less than 
the wholesale cost of competing na- 
tional brands. At resale prices sug- 
gested by the chain, the dealer can 
make a much larger gross margin. If 
he wishes to make a price appeal, he 
can undersell competing national items 
and still make a satisfactory margin. 

Timewise, the dealer is often able to 
get his orders as quickly from the 
chains as from independent drug 
wholesalers, but this depends on his 
location in relation to the chain ware- 
house. Rexall, for example, now has 
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seventeen full-line warehouses care- 
fully located in most of the major drug 
wholesaling areas of the country. In 
the case of chains with less elaborate 
physical distribution facilities, distance 
from the source of supply may be a 
negative factor. 

A full line of franchise brands means 
that the dealer needs to deal with 
fewer sources of supply. Instead of 
dividing his purchases among several 
wholesalers, he can concentrate them 
with the sponsor chain. This reduces 
bookkeeping costs. It may reduce 
transportation costs as well as there is 
a tendency for wholesalers to charge 
extra for sending small orders. In the 
case of Rexall, if a dealer’s order is 
$50.00 or more, the chain pays the 
transportation costs. 

Favorable Effects on Inventory and 
Working Capital. To the extent that 
the dealer can emphasize the house 
brands, he may reduce the need for 
carrying so many duplicating brands. 
This, in turn, reduces overhead on 
storage and handling and decreases the 
amount of money tied up in inventory. 
Of course, carried too far, the result- 
ant decrease in brand choice may 
well alienate customers, reduce dollar 
volume, and cancel out any savings 
through lower stock turnover. 

Favorable Promotional Effects. Since 
he is the exclusive dealer, the fran- 
chise holder gets the benefits of all 
good will built up for the chain brand 
in his community through the advertis- 
ing and promotional efforts of the 
chain. This effort may be quite sub- 
stantial. For example, Rexall ran one 
hundred seventy full magazine pages 
in leading magazines in 1955. In ad- 
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dition, the chain runs city-wide adver- 
tising in newspapers, a medium the 
druggist could not use due to the sub- 
stantial waste circulation beyond his 
immediate neighborhood area. The 
dealer is also sure that any promotion 
he does locally of the chain brand can 
benefit him only, and not a competitor, 
which is often the case when he ad- 
vertises nationally branded articles. 
Merchandising Assistance. The sales- 
promotion kit includes professionally 
created point-of-sale material, circu- 
lars, newspaper mats, and radio com- 
mercials which the dealer alone could 
not afford to have done by a competent 
advertising agency. Professional store 
planning and display services make 
specialists available to him whom he 
could not afford to hire. One chain 
makes sales training aids and films 
available to aid the dealer in this im- 
portant but neglected function. 
Information on Latest Develop- 
ments. Most chains organize their 
dealers into regional groups and peri- 
odically hold meetings between the 
dealers and chain officials. At these 
meetings the chain orients the dealers 
in the newest methods, items, and 
trends in the drug field. Some chains 
conduct research and experimentation 
into new methods of merchandising 
and retailing. For example, in the late 
1940’s Rexall opened several combina- 
tion food-and-drug supermarkets to de- 
termine whether this kind of operation 
was likely to pay in the future. In 1954 
it established two completely self-serv- 
ice drug supermarkets to find out to 
what degree self-selection was feasible 
in the field. The results of this and 
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other research are made available with- 
out cost to the franchised dealers. 

In general, the exchange of ideas and 
experiences is perhaps one of the most 
important intangible advantages of the 
franchise arrangement. This exchange 
operates not only between dealers and 
the chain organization but also between 
dealer and dealer, since they are not in 
direct competition with one another. 

Concentration on the Private or 
Chain Brand. If the dealer takes his 
contract obligation seriously, he is 
pledged to favor and push the house 
brand. Since national advertising often 
creates very strong brand preferences 
in the consumer, this obligation may 
not only be very difficult to carry out 
but may actually alienate a portion of 
the dealer’s customers. Although the 
private brand affords him a larger mar- 
gin, undue emphasis on it may so re- 
duce his volume and rate of turnover 
that his profits suffer. 

Unfavorable Credit Terms. Most 
drug wholesalers offer liberal credit 
terms to their retail customers. This 
enables the latter to get along with less 
capital as the wholesaler in effect lends 
him the goods which he sells and thus 
liquidates into money with which he 
can, in turn, settle his obligation to the 
wholesaler. Chain policy, on the con- 
trary, is quite strict. Most require cash 
on receipt of the goods, or at least on 
receipt of the invoice. When credit 
terms are granted at all, they tend to be 
short. This policy has often meant that 
the retailer must have more, not less, 
working capital as a result of obtain- 
ing a franchise. 

Delay in Receiving Goods. Even 
with as many warehouses as Rexall 


has, it is impossible to locate them to 
cover every wholesale drug market 
area. Inevitably, some franchised stores 
must be a considerable distance from 
their source of supply. In contrast, 
there are few towns or cities not serv- 
iced by one or more independent drug 
wholesalers. For the franchise stores, 
this distance necessitates more careful 
planning, and even with the best plan- 
ning the possibility of being out of 
stock is increased, with resulting loss of 
sales. Since the chains stipulate rather 
large minimum-order sizes, the oppor- 
tunity to fill in from an independent 
wholesaler is practically eliminated. 
Conformity with Chain Policy. From 
the discussion of the terms of the 
franchise given above, it is evident that 
the independent druggist abrogates a 
certain amount of his freedom when 
he signs the franchise agreement. The 
appearance of his store loses some of 
its individuality. His displays, empha- 
sizing as they do one or a few uniform 
brand designs, lack some of the mass 
display and multiplicity of choice ap- 
peal that attract customers. Finally, 
he must tie in with chain-wide promo- 
tional events. Such tie-in involves 
constant work, and he must reduce his 
prices on advertised feature items. This 
may reduce item profitability well be- 
low normal. Unless accompanied by 
greatly increased store traffic, such 
events can be generally unprofitable. 
Ethical Aspects. Let us suppose that 
certain items in the chain’s line are 
known, or believed by the druggist to 
be below standard. As a professional 
pharmacist, can he ethically recommend 
them to his customers as required by 
his franchise contract? If pharmacy is 
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truly a profession, this obligation could 
raise some serious ethical questions. 

The formation of a franchise sys- 
tem raises some serious questions for 
the sponsor. His motivation for doing 
so in the first place is to build up a re- 
tail organization that will push his 
products, concentrate purchases with 
him, and thereby increase his sales 
volume and profits. The manner in 
which such American chains as Rexall, 
Walgreen, Whelan, and others have 
grown in the past generation affords 
adequate testimony that the franchise 
chain can increase sales volume. How- 
ever, the owners must sometimes won- 
der whether the same expenditure on 
sales promotion and advertising with 
unrestricted distribution might not have 
resulted in as good, or better, sales in 
the long run. The restriction of a 
chain’s sales to but one store per trad- 
ing area is a serious limitation. If the 
customer in that area does not happen 
to go into the franchise store, he is 
never exposed to the brand. The owner 
of a national brand has many chances 
to expose the customer to his product. 
If he misses him in one store, he may 
hit him in another. Not so the fran- 
chise chain. 

Heavy overhead obligations are un- 
dertaken by the sponsor. That is, he 
assumes the cost of advertising, pro- 
motion, providing specialized services, 
a large field organization, research, and 
the like. The fact that these obligations 
seem heavy is attested by the occasional 
attempt of the co-operative chains to 
pass along more of this responsibility 
to the dealers. Certain of the smaller 
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chains are said to charge the dealer a 
monthly fee of 2-4 per cent of sales 
for the chain’s services rendered. Just 
how prevalent this practice is in the 
drug field, the writer could not deter- 
mine, but it is known to be common 
in the grocery field. Certainly it consti- 
tutes a further resistance point against 
the franchise plan on the part of deal- 
ers. 

Finally, when the chain organization 
as a manufacturer adopts the plan, it 
cuts itself off from the traditional 
wholesale channels. Wholesalers will 
not handle private brand metchandise 
unless they control the brand. There- 
fore, the sponsor must build up its own 
physical distribution system. Unless it 
has a wide line of drug items, and un- 
less the physical operations are a great 
deal more efficient than those of com- 
peting drug wholesalers, the cost must 
be absorbed by the manu facturer-spon- 
sor. If passed on to dealers, the goods 
may be priced too high to afford the 
higher-than-normal margins dealers ex- 
pect from a house brand. Thus, some 
of the expense will have to be absorbed, 
thereby reducing the manufacturer’s 
profits. 

In summary, although the franchise 
dealer system affords advantages to 
both the sponsoring organization and 
the dealers concerned, there are serious 
limitations to the arrangement. Due to 
the seriousness of the limitations, it 
is probable that the co-operative drug- 
store franchise system will not expand 
greatly beyond its present importance 
in the American marketing picture. 
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rate among small retailers. 





Victor Lebow, long familiar to JOURNAL OF RETAILING readers, 
explores the current ills of retailing in relation to over-all economic 
conditions. He is particularly concerned with the high mortality 








If production be considered the 
heart of our economy, then distribution 
would correspond to the vascular sys- 
tem. To the extent that this physio- 
logical analogy holds true, there are 
now indications that the system may be 
suffering from hardening of the arter- 
ies. In this analogy, of course, we are 
viewing distribution as a system. But 
in terms of individual retailers and 
wholesalers, we appear to be facing 
a problem of overpopulation. Malthus 
has had a recent revival by some stu- 
dents of human population trends. 
Perhaps his theory has a more valid 
application to the retailers of this 
country. 

What is happening in retailing to- 
day presents a serious problem to the 
producing sectors of the economy as 
well as to distribution itself. During 
1957 close to $200 billion will have 
passed through retailer cash registers. 
Between 25 to 30 per cent, if not more, 
of this huge volume will go to pay for 
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the rent, salaries, expenses, and profits 
of the retailer. But in spite of this 
enormous incentive, retail trade as a 
whole is passing through a steadily 
intensifying crisis. 


Large Retail Turnover 


To illustrate this atmosphere of ca- 
tastrophe in which the retailer moves, 
let us take the last eight years for 
which the figures are complete, 1949- 
52 and 1953-56. In each of these four- 
year periods, the total turnover of 
retail stores exceeded the number of 
total stores in operation. For the 1949- 
52 segment, there was a net increase of 
87,000 stores and a total of 1,850,800 
stores in operation by the end of 1952. 
But the total turnover—that is, the 
number of new stores opened, stores 
discontinued, and stores that changed 
hands—amounted to 2,089,000. 

In the 1953-56 perioc. there was a 
43,000 net increase in retail stores, 
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with 1,894,000 in operation at the be- 
ginning of 1957. But the turnover dur- 
ing these four years came to 1,998,000 
stores entering or leaving business, or 
transferring ownership. 

Thus, in 1949-52 it required a turn- 
over of twenty-five stores to provide a 
single addition to the retailing ranks. 
But in the 1953-56 period, it has taken 
a turnover of fifty stores to produce a 
single addition to the total. 

Obviously, the rate of turnover var- 
ies by lines of retailing, but the over- 
all picture is decidedly disturbing. If 
these past eight years had included an 
economic depression, or a period of 
goods scarcity due to military prepara- 
tions, we might find an easy answer 
for this phenomenon. but retail sales 
volume has been climbing ever higher. 
It is true, of course, that in terms of 
the total production of the economy, 
as measured by the figures of the Gross 
National Product, the consumer is re- 
ceiving a smaller slice. Where con- 
sumer spending represented 75.6 per 
cent of G.N.P. in 1929, this had de- 
clined to 68 per cent in 1950 and 64.4 
per cent in 1956. Business spending 
during the same period remained rela- 
tively stable, while government spend- 
ing went up from 8.2 per cent in 1929 
to 19.5 per cent in 1956. 

However, the dollar value of retail 
sales has increased by almost 50 per 
cent over this eight-year span, although 
the actual physical volume of goods 
moving out of retail stores into the 
hands of the consumer has had a some- 
what smaller rise because of the de- 
cline in the buying power of the dollar. 
Yet the fact remains that in terms of 
the 1947-49 dollar, total production 
in 1956 was 38 per cent above that 
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base, with durable goods 59 per cent 
higher and nondurables 29 per cent 
above. Disposable personal income 
rose from $188 billion in 1949 to $287 
billion in 1956, and personal consump- 
tion expenditures have shown a com- 
mensuraie rise. 

Clearly, therefore, the retailers of 
the United States are moving a steadily 
increasing physical volume of goods 
and handling a greatly enlarged volume 
of dollars, but the retail machine is 
creaking with its frictions and insecuri- 
ties. There appears to be no question 
about the ability of the retailer to 
handle the flow of merchandise, and 
the number of retailers has not risen 
proportionately to the increase in vol- 
ume of sales or in consumer purchas- 
ing power. Yet the prognosis for the 
individual retailer is one of a shortened 
life span and higher mortality. 

Aside from the question of the per- 
sonal efficiency of the individual re- 
tailer, there would appear to be three 
major forces operating the meat 
grinder through which the retailer is 
passing. 

First is the rate at which production 
is outpacing purchasing power, so that 
the competition for the consumer’s 
dollar grows ever more ferocious. Sec- 
ond is the changing character of the 
more efficient retailers, if we define 
“efficiency” as the ability to survive. 
Third is the rising cost of distribution 
itself. 


Retail Competition 


As we have pointed out, while con- 
sumption in terms of physical volume 
of goods and in dollars has been in- 
creasing, this is because the pie itself 
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has been growing larger, but consum- 
ers have been getting a smaller share 
of that pie. Furthermore, two of the 
three major segments of consumer 
spending have been steadily declining. 
Nondurables, which include food and 
soft goods, have declined from 36 per 
cent in 1929 to 32 per cent in 1956. In 
the field of services, consumer spend- 
ing dropped from almost 31 per cent 
to 24 per cent in the same period. But 
durables (hard goods) have not suf- 
fered the same shrinkage. The share 
of the Gross National Product going 
to this sector declined only slightly, 
from 8.8 per cent in 1929 to 8.2 per 
cent in 1956. 

The consumption of durable goods 
has been maintained mainly through 
the employment of installment credit, 
however. In other words, it is not the 
current purchasing power of the con- 
sumer that absorbs this part of the 
national output, but rather the future 
income. Particularly has this rise in 
the use of “buy now and pay later” 
devices been marked since the end of 
World War II. In 1946, for example, 
30 per cent of consumer durable goods 
was bought on credit. By 1950 this 
figure had risen to 53 per cent. But 
in 1956, 78 per cent of consumer dur- 
ables was bought on the installment 
plan. Keep in mind that this sector in- 
cludes automobiles, furniture, elec- 
tronic equipment, heavy household ap- 
pliances, and the like. 

In July 1957 one of the largest 
finance companies reported that, for the 
first half of the year, 43 per cent of 
all new car buyers were in the $5,000- 
$10,000 income group, and 46 per cent 
were in the $3,000-$5,000 class. Aver- 
age monthly payments on new car 


purchases were $84.50 or, in other 
words, 17 per cent of the average 
monthly income of 89 per cent of the 
new car buyers. During the same 
period, total outstanding installment 
credit rose to over 10 per cent of total 
disposable income. 

Thus a new element has been added 
to retail competition in the form of 
credit terms. The recent announce- 
ment by J. C. Penney Company that 
they will experiment with credit in a 
group of their stores after January 1, 
1958, means that all three of the major 
general merchandise distributors in the 
country, Sears Roebuck, Montgomery 
Ward, and now J. C. Penney Com- 
pany, will be offering credit. 

The moderate-sized retailer, who has 
to employ banks and finance companies 
to handle his credit sales, meets with 
increasing difficulty because of the 
higher money rates. More of his cus- 
tomers are being rejected for credit 
because the banks are more cautious 
and more selective. 

Those retailers who finance their in- 
ventories through borrowings, and ex- 
tend credit themselves, find that the 
cost of their loans has risen nearly 75 
per cent during the past two years. 
Thus, the cost of borrowing has come 
to a point where, when the risks in- 
volved are taken into account, it may 
not be possible to earn a satisfactory 
profit on sales. A shrinking of credit 
extension may well lead to grave diffi- 
culties for a large number of retailers, 
in addition to its implications for the 
producers of consumer goods. 

The cost of credit itself tends to 
reduce the purchasing power of the 
consumer as well as the ‘‘open-to-buy” 
of the smaller retailer. 
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Expansion of Retail Selling 
Capacity 


The reasons for the success and 
stability of the chain and larger inde- 
pendent stores have been explored in 
detail by both this writer and many 
others. But there is one factor which 
has, as yet, received relatively little 
attention. This is complementary to 
the change in consumer buying habits. 

The consumer today offers less re- 
sistance to traveling a long way for 
shopping. Thus the larger stores, 
which are able to handle a heavier 
traffic and show a greater variety of 
goods, can sharpen their appeals to 
the consumer. 

Though there are relatively few fig- 
ures to guide us, it may well be that 
size has become a factor of decisive 
importance. What may well determine 
competitive efficiency in many lines of 
retailing is the square feet of retail 
selling space. 

Just as production of consumer 
goods is outdistancing consumer pur- 
chasing power as a result of the ex- 
pansion of productive capacity, so it 
may be that the square feet of retail 
selling space, as a whole, are exceeding 
the needs of the population in terms 
of their current buying power. That 
is, if we were to assign to every square 
foot of retail selling space its minimum 
required returns in dollars of gross 
sales, then the large and rapidly grow- 
ing total of square feet available, trans- 
lated into potential sales dollars, has 
brought about an overexpansion in the 
retail sector of our distribution system. 
Since the larger stores maintain an 
advantage because of their size, power, 
financial strength, merchandising and 
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promotional abilities, they tend to in- 
crease the rate at which the smaller 
retailers are being overpowered. 

What this means can be illustrated 
by the new supermarkets. For ex- 
ample, Supermarket News published 
a typical weekly list in their issue of 
October 7, 1957. It comprised 22 new 
supermarkets which had a total selling 
area of 264,600 square feet, or an aver- 
age of over 12,000 square feet per 
store. Their total area overall came 
to 336,000 square feet, or over 15,000 
square feet per store, and, in addition, 
their parking lots can accommodate 
4,350 automobiles. 

Compare these figures with the typi- 
cal retail store of 2,500 or 5,000 square 
feet. While this particular reference 
is to supermarkets, the same holds true 
of the more recent openings among 
auto accessory chains, variety chains, 
department-store branches, specialty 
shop chains, shoe chains, and others. 
The more powerful independents and 
the chain stores are building larger 
units with far greater selling space. 
The greater selling efficiency of the 
larger units is well illustrated in food 
retailing. The small stores have an 
average of around 1,400 square feet 
in selling area, with average weekly 
sales of 76 cents per square foot, while 
the supermarkets average 6,450 square 
feet of selling area with sales per 
square foot of $2.75 per week. 

The difficulties of the smaller re- 
tailers are to be seen quite clearly in 
many of the larger shopping centers, 
especially those dominated by a depart- 
ment-store branch. There is already 
evidence that the smaller space in these 
shopping centers has frequently be- 
come difficult to rent, and the woeful 
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cries of the smaller retailers are rising 
in both volume and pitch. 


Rising Cost of Distribution 


The key problem in a consumption- 
oriented economy such as ours lies in 
how nearly we can achieve consump- 
tion on a level with our capacity to 
produce. While the median of all fam- 
ily incomes in the United States is now 
above $5,000 a year, we still have to 
depend, for most of the buying, on the 
upper 50 per cent. The liquidity or 
“savings” reported in the statistics are, 
in large measure, an illusion because 
they include as savings such fixed and 
recurrent expenses as insurance pay- 
ments, mortgage payments, taxes, and 
the like. 

Obviously a lower level of prices 
could induce a higher rate of consump- 
tion. But here we come up against 
the steadily rising costs of distribution. 

Not only does the retailer take the 
largest single slice of the consumer’s 
doh ir, but, in addition, retailers’ ex- 
penses are rising, and in the drive to 
increase consumption for competitive 
products many intermediate costs, 
which should be assessed against dis- 
tribution, are also going up. 

Probably the clearest example is in 
the food field, where prepackaging, 
new forms of processing, precooking, 
and the whole frozen food operation 
are reflected in higher marketing costs. 
Based upon the average quantities pur- 
chased per urban wage earner and 
clerical worker, the United States De- 
partment of Agriculture reports that 
the farmer receives $403.71 for the 
same “market basket” for which the 
consumer pays $997.21. 


The costs of food processing are 
obviously acceptable to the consumer 
because these food products play a 
steadily growing role in food consump- 
tion. But a good deal of retail distri- 
bution is tied to traditional patterns 
which may well have outgrown their 
usefulness. 

The discount house demonstrated 
that the traditional outlets for heavier 
appliances could be outmaneuvered by 
an operation that depended on faster 
turnover at lower margins of profit. 
The established retailers in this field 
had begun to live with fictions which 
dissolved promptly in the face of dis- 
count-house competition. Their pre- 
tentions to giving service had begun to 
mean very little indeed in the face of 
manufacturers’ own servicing facilities, 

But the discount house itself may 
well be a transitional form. Some 
years ago this writer pointed out that 
a supermarket could well sell appli- 
ances from catalogues and a few sam- 
ples. The newest Grand Union stores, 
under the name of Grand-Way Saving 
Center, in Albany, New York, and in 
Keansburg, New Jersey, are not only 
selling appliances but also making 
them available on the installment plan. 
These are the first of eleven Grand- 
Way Saving Centers. They will range 
in size from 35,000 to 90,000 square 
feet. And in addition to food they will 
carry major and portable appliances, 
wearing apparel for the entire family, 
home furnishings and housewares, toys 
and sporting goods, outdoor and gar- 
den supplies. Included in their lines 
will be toiletries, cosmetics, notions, 
hardware, cameras, stationery, greet- 
ing cards, books, and records. There 
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will even be fitting rooms for apparel 
customers. 

With the gradual breakdown of fair 
trade and price fixing, the supermar- 
kets may develop into an even more 
potent threat to the drugstores and the 
general merchandise stores, as well as 
to the variety chains. 

Obviously, the type of retailer who 
has traditionally operated at markups 
lower than those of other lines of re- 
tailing is in the best position to pounce 
upon the fastest moving items in other 
fields to bring to his customers at 
lower prices. 

The supermarket, with its larger sell- 
ing space, its greater variety of items, 
its ability to offer nonfood items at 
lower prices, is the outstanding con- 
tender for this strategic advance. 

If we were to pursue further the 
analogy of retailing to the human vas- 
cular system, we might say that rigid 
and rising retail markups are playing 
the role of cholesterol in the blood 
vessels—narrowing them, creating 
greater difficulties for the normal flow, 
tending to affect the heart of the sys- 
tem: production. 


Outlook for Retailing 


The smaller retailer performs pre- 
cisely the same economic function as 
the larger one. The higher rate of 
destruction of small retailers, however, 
points to new problems for the manu- 
facturer and for the economy as a 
whole. 

For one thing, the larger independ- 
ents, organized in voluntary and co- 
operative groups, as well as the chain 
stores, can establish their so-called 
private brands on a level of acceptance 
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equal to many, if not most, manufac- 
turers’ brands. 

Certainly Sears’ “Coldspot” for re- 
frigerators, Penney’s “Gaymode” for 
hosiery, Woolworth’s “Lorraine” for 
beauty aids, A & P’s “Ann Page” 
for preserves rank today with the top 
nationally advertised manufacturer’s 
brands. It may well be that what sup- 
ports the manufacturer’s label is the 
American consumers’ predilection for 
what I have called “expensive con- 
sumption”; that is, the choice of the 
brand that is the status symbol, the 
fanciest, the gadget-and-gimmick en- 
crusted product, the one the consumer 
rates as “must be better because it is 
costlier.” 

A recent study by the Giannini 
Foundation, the agricultural research 
division of the University of Cali- 
fornia, comes to the conclusion that to- 
day’s suppliers in the food field are 
selling 80 per cent of their products to 
outlets large enough to establish their 
own procurement, wholesaling and mer- 
chandising policies, and often their own 
manufacturing facilities. By 1960, the 
report predicts, these outlets will domi- 
nate 90 per cent of the total retail food 
business. This must lead to a “‘battle of 
brands” between the packers and the 
larger retailers. Incidentally, the most 
recent figures show that the 212,000 
independent small food stores, which 
represent 68 per cent of all food retail- 
ers, do less than 10 per cent of the retail 
business today, while 27,000 supermar- 
kets, or 9 per cent of the total number 
of food stores, do 62 per cent of the 
business. 

The drive toward full consumption 


(Continued on page 208) 











The Honor Roll in Retailing at 
New York University 


A Roster of America’s Retailing Leaders 


CHARLES M. EDWARDS, JR. 
Dean, New York University School of Retailing 





Louis Stein 


For more than thirty years the New 
York University School of Retailing 
has been honoring leaders in retailing 
from all parts of the country by con- 
ferring upon them honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity, the only fraternity 
of tts kind in the field of retailing. 
Founded in 1922 in the New York 
University School of Retailing, Eta 
Mu Pi has grown into a national or- 
ganization. 
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In keeping with the high standards 
to which it has adhered since its estab- 
lishment, the Alpha Chapter grants 
honorary) membership only to those 
who have made noteworthy contribu- 
tions to the ethics, the science, and the 
practice of retailing. 

When it awards honorary member- 
ships to men and women of outstanding 
accomplishment in retailing, the Alpha 
Chapter presents to the recipients writ- 
ten citations that summarize some of 
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the major facts about their achieve- 
ments. In the belief that the careers 
of these distinguished merchants will 
prove interesting and inspiring to its 
readers, the JOURNAL OF RETAILING 
publishes one or more of these citations 
in each issue. The purpose ts twofold: 
(1) to call well-deserved, wider atten- 
tion to the attainments of some of the 
foremost business leaders of our day, 
and (2) to provide a cumulative source 
of information about retailers for 
reference purposes. 
Chosen for recognition is: 


Louis Stein 


Lawyer by education, corporation 
president by occupation, community 
leader by inclination, Louis Stein is a 
man of wide interests and conspicuous 
achievements. 

Within two years after his gradua- 
tion from the Fordham Law School at 
the age of twenty, Louis Stein opened 
his own law office in Jersey City. 
Within another two years he was ap- 
pointed general counsel and financial 
adviser for Food Fair Stores, Inc. This 
association proved to be the turning 
point in his life and in the company’s 
fortunes. Elected to the board of di- 
rectors eight years later, he planned 
and launched the first public offering 
of the stock of the corporation, a move 
that made possible and speeded the 
growth of Food Fair into the seventh 
largest food chain in the country. As 
the company expanded, Louis Stein 
was named a vice president in 1940 
and president in 1953. 

A strong advocate of enlightened 
employee and community relations, 
Louis Stein serves as a trustee and as 
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treasurer of the Food Fair Stores 
Foundation, an organization which pro- 
vides 194 scholarships for high-school 
graduates in twenty-three colleges and 
universities in eight states and which 
maintains the Food Fair Stores Pro- 
fessorship in Marketing at the Uni- 
versity of Pennsylvania. In addition, 
he participates as a director and officer 
in many philanthropic, civic, educa- 
tional, and business organizations, in- 
cluding the Commonwealth of Penn- 
sylvania Mental Health Research 
Foundation, the United Community 
Campaign of Philadelphia, the Ameri- 
can-Israel Society, the Redevelopment 
Corporation of the Central City of 
Philadelphia, the Brandeis University 
Centennial Fund, the Fordham Law 
Association, the National State Bank 
of Newark, the Reading Tube Cor- 
poration, Dan River Mills, and Food 
Fair Properties, Inc. 

For his outstanding record of serv- 
ice and attainment, Louis Stein has 
received numerous well-deserved cita- 
tions, such as the 1956 Medal of 
Achievement of the Fordham Uni- 
versity Law Alumni Association and 
the 1956 Man of the Year Award of 
the Jewish War Veterans, Post 498. 
Earlier this month he was awarded the 
honorary degree of Doctor of Laws by 
La Salle University in recognition of 
his vital aid to education. 

For his noteworthy accomplishments 
in business, his forward-looking sup- 
port of education, and his effective par- 
ticipation in community affairs, Louis 
Stein was awarded honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity and his name accord- 
ingly added to the Honor Roll in Re- 
tailing at New York University. 








Retail Operating Ratios 





This section continues a special service for retailers, which appears 
each year in the fall and winter issues of the JOURNAL OF RETAIL- 
ING. The purpose is to inform retailers about sources and contents 
of analysis ratio reports made available to the trade through various 
channels. In order to make the service as complete as possible, we 
should appreciate receiving additional reports from any organiza- 
tions publishing them, as well as information from retailers about 
the availability of any reports not mentioned here. 











Gasoline Service Stations, Operating 
Results in 1956, by Elmer T. 
Silverstein. Cost-of-Doing-Busi- 
ness survey by Dun and Brad- 
street, Inc. New York: Dun and 
Bradstreet, Inc., 1957, 6 pages. 


Financial information and other data for 
1956 used in this survey were obtained through 
direct calls on 516 dealers throughout the 
country (to get this final sample, several 
thousand dealers had to be consulted). Con- 
cerns operating more than three stations, 
self-service stations, and garages were not 
included. 

The typical service station transacted sales 
of $89,265 in 1956, a $27,000 increase over 
the average volume shown in a 1951 survey. 
This average dealer sold 203,000 gallons of 
gasoline in 1956. His over-all gross margin 
was 23.2 per cent of net sales; specifically, it 
was 18.9 per cent on gas and 34.0 per cent on 
all other merchandise. The average operator 
claimed $6,606 in salary plus net profit in 
1956. While the average net profit before 


federal and state taxes was 1.1 per cent, at 
least 34 per cent of the sample showed a net 
loss after their $87+ weekly salaries were 
drawn. At the other end of the profit scale, 
18 per cent of the dealers were able to take 
home an average weekly salary, plus net 
profits, of $223. Concerns in the Middle West 
realized the best return, whereas those in the 
Far West brought in the smallest return. 


National Appliance and Radio-TV 
Dealers Association 11th Annual 
National Cost-of-Doing-Business 
Survey Covering the Year 1956, 
by Richard E. Snyder. Chicago: 
NARDA, 1957, 15 pages. $1.00. 


NARDA dealers reporting in the survey 
for 1956 showed a dollar sales increase of 
3.8 per cent over 1955, approximately the 
same rise as shown by all United States 
appliance-radio-television dealers. Total gross 
margin declined to 32.3 per cent in 1956 
from 34.3 per cent in 1955. Gross margin on 
merchandise alone dropped .9 per cent (30.7 
per cent from 31.6 per cent). Total operating 
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costs in 1956 reached 31.1 per cent of net 
sales with a net profit remaining of 1.2 per 
cent (3.4 per cent in 1955), the lowest in 
the history of these surveys. Twenty-eight 
per cent of all dealers showed net losses; net 
profit declines were shown by all five-dealer 
sales volume groups and for all five geo- 
graphical divisions. 

Heading the list of operating problems in 
1956 were price cutting, including discount 
house competition, excessive trade-in allow- 
ances, etc., “too low” factory and distributor 
margin allowances, and “builder sales” by 
manufacturers and distributors. These same 
problems are listed for 1957, although many 
dealers predicted an increased profit. They 
hope to effect this by taking specific action 
to improve their situation. Among these are 
new emphasis on certain products (high- 
fidelity phonographs and air conditioners for 
example), hiring of additional salespeople 
(about one third of the sample will do this), 
and taking on new services (again high- 
fidelity phonographs, furniture, and heating 
equipment, among others). As a fourth ac- 
tion they listed the general statement “re- 
ducing operating costs” as their chief means 
of effecting economies in their businesses. 
This included cutting down on advertising, 
cutting service expense, tightening credit con- 
trol, and other methods of lowering expenses. 


Operating Results of Food Chains in 
1956, by Wilbur B. England. Bu- 
reau of Business Research Bulletin 
Number 151. Boston: Harvard 
University Graduate School of 
Business Administration, Septem- 
ber 1957, vi plus 36 pages. $2.00. 


This bulletin continues the Harvard series 
of studies of the operating results of food 
chains. It is based on the 1956 reports of 
fifty-five companies with about 7,000 stores 
and having sales of over $6,700,000,000 
($6,500,000,000 of this having been contrib- 
uted by chains with eleven or more stores 
in the United States). The remaining sales 
were contributed in part by Canadian chains 
and in part by American multiple-store 
organizations with fewer than eleven units. 

Comparative tables of operating figures are 
presented for the forty chains that partici- 
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pated in the first annual study of 1955 ex- 
periences and participated again in 1956. 
Separate tables are shown for all fifty-five 
chains that reported in 1956. 

The median sales increase for the forty 
chains who reported both in 1955 and in 1956 
was 14.5 per cent over the 1955 figure. This 
figure for all chains was 17.1 per cent. As 
with most reports of large corporations, 
these figures more than double the 1956 
increase reported by the United States De- 
partment of Commerce for retail grocery 
stores (6 per cent for all sizes of operations). 
This sizable increase in volume for the re- 
porting chains can be traced to the increased 
demand for higher priced processed foods, 
higher volume of food consumption, and the 
trend toward handling of nonfood items in 
supermarkets. 

Although sales for all food chains in- 
creased considerably in 1956, only the chains 
in the over $50 million volume group had 
large enough increases in gross margin to 
match the increases in expenses. The median 
net profit for this group was up slightly 
(1.49 per cent from 1.45 per cent in the forty 
repeating chains). The figure was 1.49 
per cent for this same group in the over-all 
report. The smallest operations, under $15 
million, among the forty chains suffered a 
loss of .25 per cent (0.81 per cent from 1.06 
per cent). The figure for this volume group 
in the over-all report was slightly higher— 
0.93 per cent. Figures for the middle group, 
$15 to $50 million, varied; while the median 
rose from 0.89 per cent to 1.18 per cent, per- 
centages based on combined dollar figures 
dropped from 1.26 per cent to 1.23 per cent 
among the stores who had reported both 
years. The median for this group in the 
over-all report was 1.30 per cent. 

The median stock-turn figure for the forty 
repeating chains was 14.5 times, up from 
12.9 times in 1955. Interestingly, the small- 
est volume group showed the highest turn— 
17.0 times. The median stock turn for all 
chains was 13.6 times. Again the small 
chains were ahead with 16.5 times. A pos- 
sible explanation for this is that many smaller 
chains did not have warehouses and thus 
had only to turn their stocks in the store. 


(Continued on page 206) 








Book Notes* 


Cases in Retail Management, by Mal- 
colm P. McNair, Elizabeth A. 
Burnham, and Anita C. Hersum. 
New York: McGraw-Hill Book 
Company, 1957, 806 pages. $10.00. 


This volume, long overdue, and eagerly 
awaited by the retail profession, is now 
ready. It is a worthy successor to the origi- 
nal volume published about twenty years ago. 

The number of cases presented (68) is 
fewer in number than in previous volumes, 
but many of them are appreciably longer 
and include detailed figures as well as perti- 
nent background information. 

The cases are divided into sections, headed : 
General Merchandise Policies in Relation to 
Consumers, Pricing, Merchandise Selection 
and Buying, General Merchandise Manage- 
ment, Sales Promotion, Selling, Personnel, 
Plant Operation and Store System, and Con- 
trol. 

Each section includes a well-written intro- 
duction, “setting the stage for discussion in 
the particular area.” Although retailers and 
teachers of retailing will enthusiastically wel- 
come this much-needed book, certain ques- 
tions arise concerning the bases for selection. 
For example, the introduction to the selling 
section says, “And now comes the critical 
point of the whole retail operation, and 
indeed the critical point of the whole distri- 
bution process’—and only two cases are pre- 
sented. Or under sales promotion, ten cases 
are presented, of which four deal with layout, 
presentation, and fixturing. 

The first part of the book contains a twenity- 
eight-page Retail Merchandising Arithmetic 
Manual, “designed to give students a ground- 
work in the business arithmetic of retailing 
and an understanding of the basic vocabulary 
of retail profit and loss.” This seems to be 
meager groundwork for the solution of the 
problems subsequently presented in the vari- 


* Unless otherwise noted, Book Notes were pre- 
pared by T. D. Ellsworth. 
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ous sections. But all of these considerations 
are minor against the great contribution of 
McNair and his associates in collecting and 
making this material available. 

BERNARD SMITH 


Contemporary American Marketing, 
by Harper W. Boyd, Jr., Richard 
M. Clewett, and Ralph Westfall. 
Homewood, Illinois: Richard D. 
Irwin, Inc., 1957, ix plus 305 
pages. College price, $4.95. 


This book of readings on the changing 
marketing structure focuses on the market- 
ing activities and problems of actual business 
enterprises. The articles appeared originally 
in publications such as Business Week, For- 
tune, Industrial Management, Sales Manage- 
ment, and Tide. For the most part, the arti- 
cles reflect recent changes and trends in our 
marketing structure and show how business 
concerns have met various marketing prob- 
lems. Both consumer and industrial goods 
are treated in the text. 

All of the authors are associated with the 
Marketing Department of the School of Busi- 
ness, Northwestern University: Dr. Clewett 
as chairman of the department, Dr. Boyd as 
professor of marketing, and Dr. Westfall as 
associate professor of marketing. 


Directory of Department Stores, 1958. 
New York: Department Store 
Guide, Inc., 1958, 1218 pages plus 
index. $40.00. 


The third annual edition of this valuable 
directory lists the names of 3,241 top-rated 
companies that operate the 11,851 depart- 
ment stores in the United States today. Each 
company listing shows headquarters, address, 
buying office, and exact number of stores 
operated. Locations of branch stores are 
shown under the listing of the company’s 
main store. 
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Included in the directory are 41,212 names 
of top-operating executives, owners, presi- 
dents, merchandise managers, and buyers. 
Telephone numbers of all buying offices are 
clearly indicated. A special “pink-pages” 
section lists the New York resident buying 
office, with a complete listing of executives 
and buyers as well as a list of the depart- 
ment stores each office represents. 

The book should be useful not only to chief 
executives, merchandise managers, and buy- 
ers but also to secretaries for checking exact 
names, executive titles, and addresses when 
sending out mail. Data have been brought 
up to date to encompass such changes as the 
opening of additional suburban branch stores 
last year by such stores as Abraham and 
Straus, Stern Brothers, Macy’s, Gimbel 
Brothers, Carson Pirie Scott, and the Em- 
porium. It also notes the closing of such 
stores as R. H. White in Boston and Namm- 
Loeser’s in Brooklyn. Included, too, are the 
many changes among store executives, mer- 
chandising managers, and buying personnel. 

SALLIE SEWELL 


Directory of Shopping Centers in the 
United States and Canada, Vol- 
ume 1, 1957-1958. Chicago: Na- 
tional Research Bureau, Inc., 1957, 
208 pages. Single copy, $25.00. 


Shopping center growth has been so rapid 
that it is almost impossible to determine the 
exact number in existence at any one time, 
but the directory includes as complete a list- 
ing as was obtainable at the time of publi- 
cation; this includes such information as 
address, owner-developer, name of center 
manager, name of merchants’ association 
president, size of center, size of parking fa- 
cilities, date opened, and availability of space. 
In Part 2 of Section I there is an alphabetical 
listing by states giving only the name and the 
location of those centers for which complete 
information could not be gathered. Section 
II contains the names and addresses of leas- 
ing agents in the United States, Hawaii, and 
Canada, and the shopping centers served by 
each agent. Section III contains an alpha- 
betical list covering the names and addresses 
of 352 shopping center owner-developers and 
the name of the centers owned or developed 
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by them. Two aerial photographs are pre- 
sented showing a regional shopping center 
and a community shopping center. 

The National Research Bureau will mail 
to owners of the directory, as a free service, 
monthly supplements containing revisions and 
new listings of shopping centers. In the be- 
ginning of the directory is a count of shop- 
ping centers by each state, Canada, and 
Hawaii. The over-all total for the United 
States is 1,503 (increased by the first supple- 
ment to 1,512); the total for Canada is 37, 
and for Hawaii, 6. 

Dolores Benjamin 


The Economics of the Fur Industry, 
by Victor R. Fuchs. New York: 
Columbia University Press, 1957, 
117 pages plus appendices, bibli- 
ography, and index. $5.00. 


In the preface, Professor Fuchs of Colum- 
bia University sums up the contribution of 
this well-written, informative book to eco- 
nomic science: “By describing and analyzing 
this unknown and interesting industry, the 
book fills a blank spot in economic literature.” 
The fur industry, which is dependent upon 
the vagaries of fashion, represents between 
$300,000,000 and $500,000,000 volume per 
year. The author attributes this widely fluc- 
tuating market to the fact that the industry 
“consists of thousands of small, fiercely com- 
petitive businessmen who do not think in 
terms of industry-wide problems.” 

Professor Fuchs discusses at length the im- 
portant influence of the seasonal fluctuations 
in demand, resulting in wide variations in 
sales. These are attributed to a number of 
factors, such as the relatively poor quality of 
retail salesmanship in fur departments, the 
lack of producer brand names, and the lack 
of research engaged in by the industry. Re- 
garding the latter point, he stated: “There is 
no statistical research, market research, or 
industry-wide advertising or publicity.” 

Significant for the lay reader is the book’s 
clarification of the complexities of the mar- 
keting processes from the raw fur to the 
finished garments. “Normally,” the author 
explains, “a year or more is required for the 
journey, and the pelt will pass through at 
least a half-dozen different hands.” Fur 
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farmers, trappers, wild fur receiving houses, 
auction companies, brokers, fur or skin deal- 
ers—all these play a part in the economic 
structure of the raw fur industry. For the 
finished fur, processors perform necessary 
services to make the pelts usable and beauti- 
ful, and then the many steps in garment 
manufacture begin. Again the complexities 
of the industry, the smallness of individual 
firms, and the role of the labor unions are 
all important aspects in understanding this 
erratic industry. 

The recommendations of the author involve 
an industry-wide program financed by a 
minor cost-per-skin levy at the point-of-skin 
processing. Such a levy, he explained, could 
bring in about $2,000,000 per year. This 
money could be used to develop industry lead- 
ership, to create an extensive advertising 
program of the “institutional and informa- 
tional” type, to induce labor reforms, to de- 
vise improved methods of production, to de- 
velop new products and improve the old, to 
innovate public relations and education pro- 
grams, to aid fur retailers, to stimulate fash- 
ion design, and to organize a program of 
research and education within the industry 
itself. 

Professor Fuchs’s book deserves reading 
by every fur retailer, manufacturer, proces- 
sor, and supplier. If the industry were to 
adopt even part of his proposed program, a 
new vitalization would be possible. He has 
made a serious and workable challenge to the 
industry. His plan of “togetherness” should 
be given a trial. 

KAREN R. GILLESPIE 


Encyclopedia of American Associa- 
tions, A Guide to the Trade, Pro- 
fessional, Labor, Scientific, Edu- 
cational, Fraternal, and Social Or- 
ganizations of the United States. 
Detroit, Michigan: Gale Research 
Company, 306 pages. $15.00. 


This book, plus its various supplements, 
is a handy reference volume for retailers. 
Retail trade associations (all varieties from 
gloves to furniture to drugs) are listed, with 
principal officer, address, and number of 


members. The same applies to manufac. 
turers’ associations and chambers of com- 
merce, as well as to various social, civic, and 
health organizations. As a first step in com- 
piling mailing lists, the volume can be of 
considerable value. 


Executive Decision Making, by Manley 
Howe Jones. Homewood, Illinois: 
Richard D. Irwin, Inc., xvii plus 
485 pages. $6.00. 


This book is one of the Irwin series on 
industrial and engineering management. It 
is intended for college students and other 
persons who desire to improve their effective- 
ness as executives. It deals with problems 
faced daily by executives, including: (1) 
how to make decisions, (2) how to gain 
acceptance of decisions, and (3) how to plan 
and put plans into effect. A check list for 
writing business reports and a glossary of 
terms are appended. 

The author is associate professor of busi- 
ness management, Illinois Institute of Tech- 
nology. 


Fundamentals for the Retail Jeweller, 
by Raymond P. Brown. Toronto, 
Canada: The Canadian Jewellers 
Institute, 1956, 387 pages. 


Directed to the retail jeweler, this book 
abounds in technical material presented in 
readable form. The precious metals—gold, 
silver, platinum, and their family members— 
are discussed in considerable detail, as are 
diamonds, colored gem stones, and_ pearls. 
Chapters are devoted to both fine jewelry and 
to costume jewelry production and design. 
Watches, clocks, ceramics, and glassware 
conclude the sections on merchandise. 

British Hallmarking, the Canadian Pre- 
cious Metals Marking Act, synopsis of the 
United States precious metals marking laws, 
Federal Trade Commission rulings, and the 
testing of precious metals are also consid- 
ered. The remainder of the book is devoted 
to more general problems of retailing, such 
as merchandise display, salesmanship, and 
the merchandising of a repair department. 
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There is also a chapter on “Business Admin- 
istration for the Retail Jeweller.” 

Unique in its field, the book is recom- 
mended for jewelry store personnel and also 
for those who are concerned with buying 
and selling of these items in other retail 
organizations. It provides a wealth of tech- 
nical knowledge that is needed to sell high- 
priced merchandise to customers who can- 
not assess its value as easily and readily as 
they would like. 

KAREN R. GILLESPIE 


Marketing Research, by Richard D. 
Crisp. New York: McGraw-Hill 
Book Company, Inc., 1957, xii 
plus 798 pages. $7.50. 


This general introduction to the field of 
marketing research as it exists in professional 
practice today is problem oriented. It identi- 
fies types of problems to which marketing 
research is most often applied and then de- 
tails the processes used by researchers in 
gathering, analyzing, and interpreting the 
information needed by management to arrive 
at marketing decisions. The fifty illustrative 
cases are well integrated into the text ma- 
terial, and helpful summaries are included in 
the presentation at the end of each chapter. 
The appendix provides a list of suggested 
readings relevant to each chapter. 

Mr. Crisp currently heads his own firm of 
marketing consultants and is a lecturer on 
marketing at Northwestern University. 


Retail Management Problems, by C. H. 
McGregor. Homewood, Illinois: 
Richard D. Irwin, Inc., 1957, x 
plus 257 pages. $3.50. 


The revised edition contains eighty-six 
problems, thirty-six of which were not in- 
cluded in the original volume. All the prob- 
lems are taken from store operating experi- 
ences and represent typical situations met by 
the managements of small and medium-size 
retail establishments. The problems are ar- 
ranged according to store function; store 
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location and layout; store organization and 
personnel; merchandise policies and buying; 
stock planning and control; price policies and 
pricing practices; selling, advertising, and 
sales promotion ; customer services ; account- 
ing and finance; and general management. 
Special emphasis is given to analyses of cen- 
sus data and industry averages throughout 
the text. 

Dr. McGregor is Burlington professor of 
business administration, University of North 
Carolina. 


The Scientific Study of Social Be- 
haviour, by Michael Argyle. New 
York: Philosophical Library, 
1957, viii plus 239 pages. $6.00. 


This book provides an up-to-date account 
of psychological research into human social 
behavior. Current methods and _ techniques 
of social research are examined and the re- 
sults of several hundred social investigations 
are summarized and compared. Special con- 
sideration is given to interaction between 
pairs of people, to behavior in small groups, 
and to human relations in industry and other 
social organizations. 

Mr. Argyle is lecturer on social psychology 
at the University of Oxford. 


Shopping Centers, Selected Annotated 
Bibliography, compiled and anno- 
tated by Saul B. Cohen. Cincin- 
nati: The Kroger Company, Jan- 
uary 1957, 19 pages. 


This bibliography contains more than one 
hundred references dealing with all phases of 
shopping centers, most of it written during 
the past five years. The book represents a 
comprehensive cross section of thinking and 
techniques in the field. Seven main subject 
groupings have been used to divide the refer- 
ences into convenient sections, such as cost, 
site, market analysis, and customer habits. 

Dr. Cohen, assistant professor of geogra- 
phy at Boston University, is also a consultant 
in marketing geography. 
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Supervisory and Executive Develop- 
ment, by Norman R. F. Maier, 
Allen Solem, and Ayesha A. 
Maier. New York: John Wiley 
and Sons, Inc., 1957, xi plus 330 


pages. $6.50. 


This book is developed around the thesis 
“that the learning of principles of human 
behavior has little value unless it “is supple- 
mented with skill practice.” In keeping with 
this premise, the book provides an opportunity 
for necessary skill practice in two essential 
ways. First, it offers role-playing material. 
Second, it presents twenty cases in human 
relations. About half of the cases illustrate 
principles in management leadership, confer- 
ence skills, ways of recognizing and dealing 
with feelings and problems in group settings. 
The remaining cases illustrate principles of 
effective relations and understanding among 
individuals. 

Dr. Maier is professor of psychology, Uni- 
versity of Michigan, and Mr. Solem is asso- 
ciate professor of psychology, University of 
Maryland; and Mrs. Maier has worked with 
her husband in consulting work for a number 
of years. 





Retail Operating Ratios 


(Continued from page 201) 

As with the first study of 1955 figures, this 
report again was prepared by Professor Wil- 
bur B. England of the Harvard Graduate 
School of Business Marketing Group. 


The Super Market Industry Speaks, 
1957, the 9th annual report by 
members of the Super Market In- 
stitute. Chicago: The Institute, 
1957, 31 pages. 


The Super Market Institute members cov- 
ered in the study achieved an average sales 
gain of 17 per cent over 1955. This is com- 
parable to the gain reported in the Harvard 
study, although more than twice that which 
was reported by the United States Depart- 
ment of Commerce and by Progressive Gro- 


cer. This variation is traceable naturally to 
the sample, consisting of 349 chains operating 
a total of 3,816 stores with a combined vol. 
ume of over $5 billion. With retail food 
prices in general steady (up less than 4 per 
cent in 1956), the increase represents a “ton- 
nage” gain (dollar sales adjusted for changes 
in food prices) and is related to the general 
factors of higher value foods, increased con- 
sumption, and nonfood items. The squeeze 
on margin (higher in 1956) made by rising 
expenses was reflected in these chains which 
experienced a slightly lower average net 
profit (2.13 per cent from 2.56 per cent). At 
the high end of this “middle 50 per cent” 
range was a net profit of 2.98 per cent. Of 
the sample, 41 per cent reported a higher, 
16 per cent the same, and 43 per cent a lower 
net profit. 

When questioned about trading stamps, 59 
per cent expressed uncertainty about their 
future, 19 per cent saw them on the way 
out—only 22 per cent said they believed trad- 
ing stamps were here to stay. This seemed 
significant since 51 per cent of the chains 
used trading stamps in six in ten of their 
supermarkets. The largest operators (over 
$50 million) were responsible for the most 
significant growth of trading stamps—in 1955 
they used stamps in three in ten super- 
markets, while they increased this ratio to 
six in ten in 1956. 





Response to Trading Stamps 
(Continued from page 169) 


23. More than half of the respond- 
ents reported total weekly 
family incomes in excess 


of $100.00. 
Total Weekly Total 
Family Incomes Respondents 
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Discount Selling by “Legitimate” 

Retailers 

(Continued from page 183) 
52 per cent of the respondents claimed 
access to discount outlets, and 29.2 per 
cent of the lower-income respondents 
claimed access. 

Another portion of the survey was 
designed to determine three factors. 
First, when planning the purchase of 
a major household item such as a tele- 
vision set, would the respondent try to 
get a discount; second, could the re- 
spondent get a discount; and third, 
would the respondent pay the full re- 
tail price if no discount were allowed. 

In answer to the question on whether 
respondents tried to obtain a discount, 
48 per cent of the high-income seg- 
ment, 74 per cent of the middle, and 
76.5 per cent of the low-income classes 
reported affirmatively. The ability ac- 
tually to obtain the discount was re- 
ported by 75 per cent of the high-in- 
come group, 76.5 of the middle, and 46 
per cent of the low-income group. 
Fifty-two per cent of the respondents 
in the high-income class stated they 
would pay the full retail price if no dis- 
counts were available; 26 per cent of 
the middle-income group stated they 
would pay the full price; and 23.5 per 
cent of the lower-income class stated 
they would do so. (It should be ob- 
served that the respondent had two 
choices : to try for a discount or to pay 
the full price. ) 

Respondents were encouraged to re- 
veal the nature of the contacts with re- 
tailers from whom discounts were ob- 
tained. Of the one hundred fifty house- 
holds interviewed, 14.6 per cent of the 
respondents reported making their pur- 
chases from friends in the retail field. 
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Fourteen per cent reported they had 
obtained discounts by cash offers, 12 
per cent by bargaining, 8.67 per cent 
by purchase from wholesale catalogues, 
and a similar percentage from discount 
houses outside of Eugene. Eight per 
cent reported shopping at a local dis- 
count house, and 9.35 per cent stated 
they purchased at discount prices from 
a prominent local merchant. 

The survey revealed that the major- 
ity of the consumers are aware that 
discounting is being practiced in Eu- 
gene. The middle-income class is most 
aware of these practices. Only nine of 
the one hundred fifty respondents in- 
terviewed had shopped at least one of 
the four “discount houses” in Eugene. 
The implication may be made that the 
major portion of discount buying is not 
being carried on by discount houses as 
such but by retail dealers who will cut 
prices before they will lose a sale. 





Division Organization in Food 


Chains 


(Continued from page 181) 

of autonomy and flexibility that a di- 
vision needs to be able to meet local 
competition and to be held accountable 
for its operation becomes seriously re- 
stricted. It may be argued that one of 
the important forces behind the current 
trend toward larger operating divi- 
sions is the attempt on the part of 
chains to create an organization of suf- 
ficient size to empower it to handle its 
own affairs. 

If it is assumed that the larger, rela- 
tively autonomous division is desirable, 
the question of how to handle a private- 
brand program effectively must be an- 
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swered. The solution that appears most 
desirable is simple and direct. A di- 
vision should not be forced to handle 
private-brand merchandise ; the profita- 
bility of private brands should be the 
motivating force behind the division’s 
desire to stock these items. It seems 
fair to state that a degree of pressure 
will always be present on a division to 
stock the chain’s own brands, but the 
division buyer should have the power to 
discontinue items that, in his opinion, 
are not profitable. Not only does this 
let the buyer play his natural role in 
developing assortments, but it keeps the 
headquarters staff alert to improve con- 
tinually their offering of private brands 
to the operating divisions. 





Malthusian Theory 


(Continued from page 197) 

to absorb the heavier flow from our 
mechanized plants may provide the 
larger retailer with even wider oppor- 
tunities, especially if they offer a price 
advantage. This cannot happen in auto- 
mobiles because they are already sold 
on a cut-rate basis, but price-cutting 
can, and undoubtedly will, dominate re- 
tail merchandising in practically every 
other line of durable and nondurable 
consumer goods. 

Such a development would tend to 
force the national and regional brands 
to depend more heavily on the smaller 
independent who cannot afford to de- 
velop his own brands. 

As fair trade continues to crumble, 
the larger independents and the chains 
can more vigorously cut prices on the 
nationally advertised brands than can 


the smaller independents, especi 
since they also have the added advane 
tage of featuring their own labels ig 
competition with those of the mange 
facturer. 4 
As it is, a large proportion of nas 
tional brand manufacturers and prog 
essors now package part of their pros 
duction under private labels and storg 
brands. q 
All of these processes will go inte 
high gear in 1958 if either prices 
further or consumer purchasing power 
falls for other reasons, or if there is 
some general weakening in the “confis 
dence to consume’”—that mysterioug 
psychological factor which today domis 
nates the whole American economy, = 
This analysis would be misleading 
if it did not also emphasize the probe 
lems facing the larger retailers. J 
as our industrial plant is geared to pro= 
duce probably 60 per cent more than 
it does today, so our larger retail stores 
are designed to cater to a customer 
traffic of probably double its actual 
size. This retail investment in “plant! 
and equipment” is costly. Store oper- 
ating expenses keep mounting. Infla= 
tion cuts consumer purchasing power. 
Net profits ratios continue their decline, 
As for the smaller retailer, his situa- 
tion remains precarious and his pros-) 
pects ever dimmer. He is expendable,” 
and his chief function appears to be! 
to exhaust his capital and borrowings’ 
to pay for inventory which eventually” 
chokes him to death. 
We now have one retailer for every 
twenty-five families in this country.” 
Perhaps Malthus should have applied” 
his theory to the retail population. | 








